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PREFACE TO THE THIRTEENTH EDITION 

The ever increasing demand for this work has necessitated a fresh 
Edition. It is practically a re-print of the immediate preceding edition, 
as the arrangement of the text and its contents have beat accepted as 
good by all the Commercial Colleges and Schools utilising It as a text¬ 
book. tj 

To add to the usefulness of the work, I shall feel grateful if my 
readers point me out any discrepancies that may have escaped notice. 

JAMSHED R. BATLIBOI. 

Bombay, 5th September 1952. 


PREFACE TO THE FIFTH EDITION 

While preparing this new Edition, the entire contents have been 
thoroughly revised, re-arranged and considerably improved upon and 
enlarged. The work, however, continues to be meant for readers entirely 
unacquainted with the subject, and its scope has been deliberately 
designed to meet the requirements of the various Indian University 
Examinations upto the* Intermediate Stage, so as to pave the way for 
higher studies in Advanced Accounting. 

Bearing in view the object of this work, definite and plain guidance 
is given on every conceivable point likely to occasion trouble or doubt 
to the beginner. Every point of doubt or difficulty has been most lucidly 
explained and well illustrated by means of a worked example. Every 
effort has been made to render, this work as clear and self-explanatory 
as possible, so as to serve at once the purposes of class-room as well as 
home-study. 

The fact that Book-keeping is especially a practical subject needs 
to be strongly emphasized, and a thorough understanding of the subject 
can, therefore, only be acquired by actually working out a large number 
of exercises and problems. It is with a view to help every serious 
student in this direction that exercises have been set at the end of each 
Chapter. In order to introduce a variety of, new points into the Exer¬ 
cises, numerous additional problems most carefully selected from English 
Exa min ing Bodies have also been inserted in .this Edition. 

Additional Chapters on the system of Self-Balancing Ledgers and 
Tabular Book-keeping have been introduced, and Chapters on Partner¬ 
ship and Company Accounts have been more exhaustively dealt with. 
It need hardly be pointed out that if the* student has faithfully studied 
the text and has worked out the numerous exercises set herein, he 
should not have the slightest hesitation in successfully confronting any 
Examinat ion Test (Intermediate Stage), however severe it may be. „ 
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PREFACE 


To secure speed, accuracy, confidence and neatness of work so very 
essential to ensure success in Examination at first attempt, I would urge 
every serious student to study my “ Questions and Answers in Book¬ 
keeping and Accounting”. The work embodies a most comprehensive 
exposition of the science of Accounting (Elementary and Advanced) in 
shape of Questions end Answers coupled with numerous Examination 
Problems with reliable SokUions on each and every phase of the subject 
Apart from training file reaoer into a proper understanding of the theory 
and practice of accounting as also into the mode of answering Examina¬ 
tion Questions, it will serve as an invaluable link between my “First 
Steps in Double-Entry ” and “ Advanced Accounting.” 

JAMSHED R. BATUBOI. 


Bombay, 31st July 1940. 0 


PREFACE TO THE FIRST EDITION 

This elementary work has been written specially for readers entirely 
unacquainted with the subject. Naturally, it does not pretend to be 
exhaustive; but it is believed that a careful perusal will enable the reader 
to grasp the fundamental principles of the science of Account-keeping 
without much difficulty. 

As a result of twenty-two years of teaching experience, I have tried 
to follow the subject in its most natural lines of study, and have arranged 
and graded the whole matter in a maimer as would facilitate the under¬ 
standing of the science. 

If this little book supplies an incentive to the student of book-keeping 
towards the study of higher and still more interesting branches of the 
subject, my main object in writing it will be attained. 

I take this opportunity of expressing my best thanks to a band of 
loyal workers who have helped me considerably in the preparation of 
this work. 


JAMSHED R. BATUBOI. 


Bombay, 10th June 1929. 
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DOUBLE-ENTRY BOOKKEEPING 


CHAPTER I 

ELEMENTS OF DOUBLE-&NTRY 


DEFINITION 

Book-keeping is the art of recording business dealings in a set of 
books. 

OBJECTS OF BOOK-KEEPING 

The primary object of Book-keeping is to enable a person to 
ascertain accurately and with as little trouble as*possible— 

(1) The amount he has gained or lost in the business during a 
given period; and 

(2) The amount of his Assets, Liabilities £nd Capital in the 
business on any particular date. 

In addition to the above information, however, a dealer would 
naturally like that his books should also show the following 
particulars:— 

(1) How the amount he has gained or lost is made up; 

(2) What amount is owing to him by each of his customers or 
debtors; and 

(3) What amount is owing by him to each of his creditors. 

This information can only be derived if an accurate and complete 
record is kept of all business transactions. 

DOUBLE-ENTRY BOOK-KEEPING * 

Double-Entry is the only system of Book-keeping by the employ¬ 
ment of which all the above objects can be achieved, and it is to the 
elementary study of this system that the following pages are devoted. 
It is this system of Book-keeping that enables the trader to obtain a 
permanent record of his dealings with those with whom he transacts 
his business, and of the exact state of his relationship with each of 
those individuals at any given date. It'further helps him to ascertain 
whether the result of his transactions has been profitable or otherwise, 
and what his exact financial position is at any time. It is both simple 
and universal in its application. It may be applied with equal success 
to one’s own domestic accounts, to the varied and voluminous, transac¬ 
tions of the largest business enterprises, as also to the vast records 
of the National Exchequer. • 

EXPLANATION OF TERMS 

Before proceeding further, it is desirable that the reader should 
study the exact significance cl the following terms which are constantly 
used in this work:— 

Debtor;—A person who owes something is called a Debtor, “Dr.* 
is an abbreviation of Debtor. • 

CreditorA person to whom something is owing is called a 
■Creditor. “ Cr.” Is an abbreviation of Creditor* 
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Unis, if A owes B Rs. 10, A jt& B’s Debtor and B is A’s Creditor. 

- Accounts:—An account is a summarised record of the transactions 
affecting one person, one kind 7 of property or one class of gains or losses. 

Personal Accounts:—Accounts recording transactions with Persons 
or F'rms are known as, Personal Accounts. Accounts recording tran¬ 
sactions which do not affect particular persons, but affect business in 
general, are known as Impersonal Accounts. Impersonal Accounts may 
be either Real Accounts or Nominal Accounts. 

Real Accounts are accounts of property or possessions, e.g.. Goods 
Account, Cash Account, Bank Account, Office Furniture Account, etc. 

Nominal or Fictitious Accounts record expenses, gains or losses, 
e.g., Rent Account, Salaries Account, Advertisement Account, etc. 

Debit and Credit In Book-keeping, the receiver of any benefit 
is termed a debtor and is debited, whereas the giver of any benefit is 
termed a creditor and is credited. 

To Debit an Account means to enter a transaction on the “ Debit ” 
side of that account, i.e., the left-hand side. 

To Credit an Account means to enter a transaction on the “ Credit ” 
or right-hand side of that account. 

Goods:—The term “ Goods ” is used in general sense to include 
all merchandise, commodities or wares in which a trader deals. 

On Credit:—To purchase or sell goods on credit, means to receive 
the goods or part with them without any payment of cash at the time. 
In case of Credit Purchases and Sales, delivery of goods is first made, 
and the payment is made after the expiry of an agreed period. In case 
of Cash Purchases and Sales, payment is made on delivery of goods. 

Assets are properties of every description belonging to a person, 
such, as, goods, cash, furniture, etc., and include all sums of money 
owing to him. 

Liabilities are the debts owing by a person. 

Capital is the excess of assets over liabilities. In other words, 
Capital is the amount of a person’s assets remaining after providing 
for the discharge of his liabilities. (If, for example, a person's Assets 
amount to Rs. 10,000 and his Liabilities to Rs. 4,000, his Capital is 
Rs. 10,000 less Rs. 4,000, i.e., Rs. 6,000.) 

Solvent:—A person is said to be “ Solvent ” when his Assets exceed 
or equal his liabilities. 

Insolvent:—A person is “ Insolvent ” when his Liabilities exceed 
his Assets. 

FIRST PRINCIPLES OF~DOUBLE-ENTRY 

As has been said before. Book-keeping consists in writing up 
Accounts in a set of books, and Accounts are records of facts relating 
to business transactions. # 

Now, there cannot be a business transaction unless there are two 
parties to it. Further, a transaction might either mean the receipt of 
a benefit in shape of money, goods or service, or the giving of such 
benefit. In order, therefore, to clearly indicate whether any particular 
transaction has resulted in the receipt of a benefit or the giving of a 
benefit, it has been found necessary to divide each account into two 
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sections. (One section (t he left-hand side ) of each account is ‘thus;-_ 
utilized for the recording of transactions in respect of which benefi t 
W heen receiv ed by that account, and the other section ( the r^aty ' 
hand side) for recording transactions in respect of which benefit has 
bfeen imparted by that account^ In this way, the total benefit received 
and imparted by each account may be readily perceived by looking at 
both the sides of that account, and the ultimate position of that account 
as to whether the benefits it has received are in excess of the benefits 
it has parted with or vice versa, may be easily ascertained by adding 
up each side and striking a balance. 

Another important point to be borne in mind, at this stage, is that 
the following factors are common to practically every business 

(1) That there must be a number of persons or firms with whom 

the trader has to deal; ■ # 

(2) That the trader must also have some goods, cash, furniture 
and other assets or possessions in which or With the help of which he 
may carry on the business; and 

(3) That certain expenses, such as, rent, wages, salaries, advertis¬ 
ing, etc., must necessarily be incurred in course of carrying on the 
business, and that there must be certain sources from which the income 
of the business is derived. 

It follows, therefore, that in order to keep a complete record of the 
entire transactions of any business, it would be necessary to keep the 
following accounts: — 

(1) An account of each person or firm with whom the trader deals. 

(2) An account of each property or possession dealt in by the 
trader in his business. 

(3) An account of each head of expense or source of income. 

The accounts coming under group (1) are classed as Per&mal 
Accounts, those under group (2) are called Real or Property Accounts, 
and those under group (3) are known as Nominal or Fictitious Accounts. 

Again, every business transaction has & two-fold effect and that 
it affects two- accounts in opposite directions, and if a complete record 
were to be made of each such transaction, it would be necessary to 
debit one account and credit another account. It is this recording 
of the two-fold effect of every transaction that has given rise to the • 
term “ Double Entry.” 

Ik order to decide which account is to # be debited and which 
credited for the purpose of recording any particular transaction, the . 
first important point is. to see which class of accounts are affected by 
that transaction. Having ascertained that, the following rules of debit 
and credit will have to be followed:— • 

(I) Personal Accounts:—These accounts record a trader’s dealings,. 
with other persons or firms. A separate account is kept of each siuch ’ 
person or firm from whom goods may have.been purchased or to whom 
goods may have been sold on credit, so that the amounts owing to and . 
by the trader can be readily ascertained at any time. 

On the debit side of each Personal Account are recorded- the 
transactions in respect of which the person t&comea the debtor, and 
on the credit, those in respect of which he becomes the creditor. In 
other words, the account of each person or 4um is debited with any ■> .; 
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benefit such person or firm receives and is credited with any b ene fi t 
such firm or person imparts. 

Dr. NAME OF PERSON OR FIRM Cr. 
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is a Personal Account, and as he has become indebted to me as a 
result of this sale, his account must be debited. On die other hand. 
Goods Account is an Asset Account and as the goods have gone out, 
the account will have to be credited. 

The complete record of this transaction is thus made by debiting 
A’s Account and crediting Goods Account. 

(2) Bought goods Rs. 250]- from B (on credit). 

In this case, the two Accounts affected are Goods Account and 
B’s Account. As the goods have come in, Goods Account will have 
to be debited, and since B has become a creditor, his account will have 
to be credited. Thus the two-fold effect of this transaction will be 
recorded by debiting Goods Account and crediting B’s Account 

(3) Paid B Rs. 200|- cash on account. 

The two Accounts involved here are B’s* Account and the Cash 
Account. Since B has received benefit from me as a result of this 
transaction, his account will have to be debited, and since cash has 
gone out, Cash Account will have to be credited. 

(4) Sold Goods Rs. 400)2 for Cash. 

As cash has come in and goods have gone out, Cash Account will 
be debited and Goods Account credited to record this transaction. 

(5) Paid Landlord, office rent Rs. 150. 

The two Accounts affected in this -case, are Rent Account and Cash 
Account. The two-fold effect of this transaction is that an expense 
under the heading of Rent has been incurred and Cash has been paid 
out to meet the liability. Therefore, Rent Account will be debited 
and Cash Account credited. 

It is important to bear in mind, in this case, that although the 
Landlord received benefit from me in the shape of cash that 1 paid 
him, this benefit does not devolve upon him the liability to returii me 
a corresponding amount in Cash or kind, and therefore his Personal 
Account should not be debited. The amount I paid was for Rent, there¬ 
fore, Rent Account should be debited and not the Landlord's. 

/ (6) Paid D his salary Rs. 75|- for June. 

As a result of this transaction, the accounts affected are Salaries 
Account and Cash Account. As salaries represent an expense, Salaries 
Account will be debited, and as cash has gone out, Cash Account will 
be credited. It would, of course, be wrong to debit D’s Account in¬ 
asmuch as he does not become my debtor a§ a result of this payment 
by me. 

„<7) Received Rs. 400]- interest on Investments. 

The accounts concerned here are .Cash and Interest As C*gSt 
has come in, Cash Account will be debited, and as Interest represents 
a source of income, Interest Account will be credited. 

(8) Received from A Rs. 175|- on pccount. 

Here, as Cash has come in and as A has imparted the -benefit 
Cash Account will be debited and A’s Account will be credited. 

(9) Purchased Goods worth Rs. 75 f- fog Cash from If, • : * 

In this case, the transaction has resulted in Goods having come 
in and Cash having gone out . Goods .\eqpunt will* therefpre, be 
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debited and Cash Account credited. As the purchase was for cash, 
Y’s Account cannot be credited. If it was a credit purchase, Y’s Account 
would have been credited. * 

(10) Bought Office Furniture from Devji Canji for Cash 
Ks. 500J-. 

The accounts affected here are Office Furniture and Cash. Office 
Furniture Account will be debited and Cash Account credited. It 
should be noted that Devji Canji does not become my creditor, as cash 
has been paid to him at the time of purchase. Evidently, therefore, 
his Account cannot be credited. 

SUMMARY 

As this Chapter is of very great importance to the student, it may 
not be out of place to briefly re-state the subject-matter herein, as 
under: — 

(1) Book-keeping is the art of recording transactions in money 
or money’s worth. 

(2) Its object is to show the trader: — 

(a) How much his customers owe him. 

(b) What he owes to other people. 

(c) What profit or loss he makes in the business. 

(d) What capital he has in his business, and what assets 
and liabilities make up such capital. 

(3) Every Business Transaction has "a two-fold aspect. 

(4) In making a complete record of any business transaction, 
'one account will have to be debited and some other account will have 
to be credited. 

(5) Double-Entry is the only scientific system of Book-keeping, 
as it r records the double or two-fold effect of every transaction. 

(6) For a proper record of all business transactions, accounts 
are classified into (a) Personal Accounts, (b) Real Accounts and 
(c) Nominal Accounts. 

(7) Every debit has a corresponding credit, and the rule to be 
applied in debiting and crediting is to debit the Account that receives 
and credit the Account that gives. 

Note.—The student should answer the questions and work the 
exercises, given at the end of each Chapter, carefully. It is only then 

that he will acquire a thorough grasp of the subject. 

** 

QUESTIONS ON CHAPTER I 

1. Define Book-keeping. 

*" 2. Mention the classes into which Ledger Accounts are divided. 

3. Explain how the term “ Double-Entry ” arises. 

4. Give half-a-dozen instances each of Personal Accounts, Real 

Accounts and Nominal Accounts. 

5. What information would you expect a dealer to obtain from a 

set of Books properly maintained ? 

6. Explain the meaning of the expression, “ Every Business 

Transaction has a double aspect.” 

7. JWhen would you ji^bit and when credit Personal Accounts ? 
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8. Give the rules for debiting Mid crediting Reel and Nominal 
Accounts. 

9. Explain the necessity of maintaining Personal Accounts, Real 
Accounts and Nominal Accounts. 

10. What do you understand by Liabilities of a Business ? 

11. How can you find out the Capital employed in any Business ? 

12. How is the double aspect of every Business Transaction given 
effect to in the Books ? 

CHAPTER II 

RULES FOR JOURNALISING ^ 

Hie student must have seen from the illustrative transactions 
given in the previous Chapter that the leading principle of Double- 
Entry is that all money and goods received become debtors to him from 
whom they are received, and, on the other hand, all those who receive 
money or goods from us become debtors to the cash or to the goods. 

SUBSIDIARY RECORDS AND THE LEDGER 

Tit must be made clear, at this stage, that although all transactions 
find'''their ultimate place in shape of Accounts in a book called the 
Ledger^ which is the chief book of Account, they are entered first in 
some other books which are known as “ Books of Original Entry,” 
and are subsequently transferred from such books to their respective 
Ledger Accounts. The Books of Original Entry are also called “ Sub¬ 
sidiary Books ” and the transferring of the entries from the Subsidiary 
Books into the Ledger is termed “ Posting.” 

The student should note that the Subsidiary Books as also the 
Ledger have each a distinct object to fulfil. Thus, whereas the 
Subsidiary Books are used for the purpose of jnaintaining a conti¬ 
nuous record of transactions in regular older of dates, the Ledger serves 
to maintain a classified record of these transactions with each individual 
or in any particular commodity, or transactions relating to any particular 
head of expenditure or source of gain, so as to facilitate reference when 
any information is needed in regard to any particular account. 

^Journal is one of these Subsidiary Books, and we shall study its 
form and use in this Chapter. The Journal literally means “ Daily 
Record,” and, in former times, all transactions used to be entered in 
this book. Its use now is, however, restricted to the record of certain 
transactions, as, in modern Book-keeping, other Subsidiary Books 
have taken the place of Journal. 

The Journal, however, is so ruled that all transactions can be 
passed through this book and, in order to enable the student to 
obtain a thorough mastery of the principles of debit and credit, it is 
very necessary for him to learn first hoyr to journalise any transaction. 

RULINGS OF THE JOURNAL ” 


(a) 

(b) 

(c) 

(d) 


(•) 


Date of the 

Particulars of the 

Ledger 

The Amount to 

j The Amount 

Transaction. 

Transaction. 

Folio. 

be debited. 

I to be credited. 




Rk | a. 

P- 

Re. 

a. 

P- 


i 

- 

j 






• • 
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Column (a) is used for entering the date of the transaction. 

Column (b) is used for entering the names of the Accounts which 
are affected by each transaction. 

Column (c) is used for entering the page number of the Account 
in the Ledger to which the entry is finally transferred. 

Column (d) is used for entering the amount to be debited to the 
account named, and 

Column (e) for the amount to be credited to the account named. 

The transactions given in the previous Chapter are now entered 
in the Journal as shown below so as to enable the student to see for 
himself as to how this book is written up. 

/ TRANSACTIONS: — 

Example \J 

(1) Sold goods Rs. 300 to A (on credit). 

(2) Bought goods Rs. 250 from B (on credit). 

(3) Paid B Rs. 200 cash on account. 

(4) Sold goods Ha. 400 for cash. 

(5) Paid Landlord, Office Rent Rs. 150. 

(6) Paid D his salary Rs. 75 for June. 

(7) Received Rs. 400 interest on Investments. 

(8) Received from A Rs. 175 on account. 

(9) Purchased goods worth Rs. 75 for cash from Y. 

(10) Bought Office Furniture from Devji Canji for cash Rs. 500. 


< ■ JOURNAL ENTRIES FROM THE ABOVE TRANSACTIONS:— 


; U) A 

'.To Goods Account 
’ • (Fur Goods supplied to A) 

... 

Dr. 

L.F. 

Rs. 

300 

Ra. 

300 

(2) r Coods Account ... 

To B 

(For Goods purchased from B) 

... 

Dr. 

i 

i 

250 

250 

(3) B 

To Cush Account 
(For Ciish puid on account) 

... 

Dr. 


200 | 

J 200 

(4) Cash Account ... ... 

To Goods Account 
(For Gash S«len) 

... 

... Dr. 


400 

400 

(5) Office Rent Account 

To Om-h Account , 

(For Office Rent paid) 


Dr. 

i 


! 

150 

150 

(6) Saisries Account 

To Cash Account 
(For Salary paid «o D fttr June)' 


... Dr. 


75 

75 

(7) Cash Account ... 

To Interest Account 
(For InfarcBt received on Investments) 

... Dr. 


400 

400 

(8) Cash Account ... 

To A 

(For Cash received on account) 

• •• 

... Dr. 


175 

.175 

Carried over Re. 


1,950 

1,950 


e r 
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* 

L.F. 

Ra. 

Ra. 

Brought forward Ra. 


1,950 

1,950 

(9) Goods Account ... ... ... Dr. 


75 


To ('ash Account 



75 

(For Cash Pun huaca) 




(10) Office Furniture Account ... ... ... Dr. 


501 


To Ca»h Account 



500 

(For Carh Purchase of Office Furniture) 


, 


Ra. 

i 

2,525 

2,525 


The student must carefully note the following points in connection 
with Journal Entries : — 

(1) The Account representing anything coming into the business 
or the Receiver of anything is debited. 

(2) The Account representing anything going out of the business 
or the Giver of anything is credited. 

(3) There cannot be a complete record of ahy business transac¬ 
tion without debiting one Account and crediting another Account. In 
other words, for every debit, there must be a corresponding credit 

(4) This debiting of one Account and crediting of another Account 
can be done through a book called the “Journal,” and the recording 
of the transactions through the Journal is called “Journalising.” . 

(5) All transactions must be entered in order of dates. 

(6) The date of each transaction is entered on the left-hand side. 

(7) In the body of the Journal, particulars are given, showing 
which Account must be debited, and which credited. ' 

(8) While journalising any transaction, the entry is split up intp 
two lines, the debit aspect of the transaction being placed in the'first 
line, and the credit aspect on the second line. The money value.of 
each side is shown in the debit and'credit columns respectively opposite 
their appropriate headings. 

(9) The word “ Dr.” must be written after the name of the account 
to be debited, as shown above. 

(10) Every entry in the Journal is followed by a short description 
of the nature of the transaction. This is known as the “ Narration.” 
Narration to every Journal Entry is neeessary as it provides a source 
to which recourse may be had for an explanation as to the nature of 
any transaction, and at the same time it saves* the necessity of entering 
the narrative in the Ledger Accounts. 

(13) The Ledger Folio Column is used to record the number of 
the folio in the Ledger to which the particular amount is posted. InH 
the Ledger, there will be similar Folio Column in each Account ,icf 
record the number of the page of the Journal from which the entry 
comes. ' * 

Example 2/ 

Journalise the following transactions:— 

1941 , Rs. a. "p. 

(a) July 1 Bought Office Furniture from Kanji 1 Co. 600 0 0 

(b) - n 5 Bought Goods from F. Roy .. .. 500 0 0 

(c) „ 10 Bought Goods from P. Gupta .. .. 1,000 0. 0) 
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<d) 

1941 

Aug. 1 

Sold Goods to K. Peter 

• « 

a « 

Rs. 

400 

a. p. 
0 0 

(e) 

ft 

5 

Sold Goods to P. Turpin & Co. 

• • 

• a 

700 

0 

0 

<f) 

n 

12 

Bought Goods from C. Henry 

• • 

• « 

450 

0 

0 

<g) 

»» 

17 

Bought Goods from J. Jones 

• • 

• • 

200 

0 

0 

(h) 

H 

20 

Sold Goods to S. Sorab & Co. 

■ • 

• • 

1800 

0 

0 

(i) 

n 

23 

Sold Goods to B. Byramji 

• • 

a • 

175 

0 

0 

(j) 

n 

25 

Received Cash from P. Turpin & Co. 

• • 

a • 

300 

0 

0 

<k) 

ft 

27 

Received C^sh from K. Peter 

• * 

a a 

250 

0 

0 

(I) 

it 

30 

Paid Cash to F. Roy 

m b 

a a 

100 

0 

0 

(m) 

s^t 

ft S 

31 

Paid Cash to P. Gupta 

a a 

a a 

500 

0 

0 

(n) 

4 

Paid Salaries 


a a 

200 

0 

0 

<o) 

5 

Paid Office Rent 

a a 

a a 

75 

0 

0 

(P) 

ft 

7 

Sold Goods for Cash 

• a 

a a 

275 

0 

0 

(q) 

n 


Bought Goods for Cash 

a a 

a a 

125 

0 

0 

(r) 

tt 


. Paid for Stationery 

* • 

• a 

25 

0 

0 

(a) 

ft 

lo 

Received Cash from S. Sorab & Co. 

• • 

• • 

1,475 

0 

0 

(t) 

it 

15 

Received Cash from B. Byramji 

a • 

a a 

175 

0 

0 

(u) 

ft 

17 

Paid Gash to C. Henry 

Paid Cash to J. Jones 

a a 

a a 

350 

0 

0 

(v) 

tt 

19 

• fl 

a a 

200 

0 

0 

(w) 

i» 

20 

Purchased Goods for Cash 

a a 

a a 

100 

0 

0 

(x) 

ft 

25 

Paid Kanji & Co. 

e • 

a a 

600 

0 

0 


JOURNAL ENTRIES 



1941 


! L.F. 

Ra 

Rs. 

(a) 

July 1 

Office Furniture Account ... ... Dr. j 

To Kanji & Co. i 

(For Office Furniture bought) 

600 

600 

(b) 

« 5 

Goods Account ... ... Dr. j 

To F. Roy 1 

(For Goods bougbt as per Inward £nv. No. 1) j 

500 

t 

i 

500 

(o) 

,. 10 , 

! 

1 

i 

Goods Account ... ... Dr. 1 

To F\ Gupta 

(For Goods bought as per Inward Inv. No. 2) 

1,000 

i 

j 1,000 

t 

1 

(d) 'Aug. 1 

K. Peter ... ... Dr. 

To Goods Account 

(For Goods supplied as per Outward 
Invoice No. 1) 

i 

1 

1 

400 

j 

1 

400 

<») 

a 5 

P. Turpin & Co. ... ... Dr. 

To Goods Account 

(For Goods supplied as per Outward 

Invoice No 2) 


700 

i 

1 

' 

700 

i 

i 

i 


,, 12 

Goods Account ... ... Dr. 

To C. Henry 

(For Goods bought as per Inward Inv. No. 3) 

i 

450 

! 

i 

| 450 

i 

<g) 

a 17 

Goods Account ... ... Dr. 

To J. Jones 

(For Goods bought as per Inward Invoice 

No. 4) . 

: 

i 

i 

200 

200 

i 

<h) 

a 20 

8. Sorab A Co. ... ... Dr. 

To Goods Account 

(For Goods supplied as per Outward 

Invoice No. 3)» 

. 

I 

1,800 

1,800 

O') 

a 23 

B. Byramji ... ... Dr. 

To Goods Acoount 

(For Goods st^ld aa per Outward Inv. No 4) 


175 

175 


• 

Carrie# over Ra, 

i 

1 

5,825 

5,825 
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L.F. 

Ra. 

Ra 


1941 

Brought forward Rs. 


5,825 

5,825 

<j) Aug. 25 

Cash Aeoount 

To P. Turpin A Co. 

(For Cash received on aeoount) 

... Dr. 


300 

300 

(k) 


27 

Cash Account 

To K. Peter 

(For Cash received on aooount) 

... Dr. 


250 

250 

(I) 


30 

F. Roy 

To Cash Aooount 
(For Cash paid ou aooount) 

... -Dr. 

- - - - . _ 


100 

100 

<m) 

H 

31 

P. Gupta 

To Cash Account 
(For Cash paid on account) 

... Dr. 


500 

500 

<n) Sept. 4 

Salaries Account 

To Cash Account 
(For Salaries paid) 

... Dp. • 

[ 200 

> 

1 

i 

200 

<o) 


5 

Office Rent Account 

To < 'ash Account 
(For Office Kent for August paid) 

... Dr. 

! 75 

i 

t 


<P> 

n 

7 

Cash Account 
, To Goods Account 

(For Cash Sales) 

... Dr. 

! 275 

1 

275 

(q> 

n 

8 

Goods Account 

To Cash Account 
(For Cash Purchase) 

... Dr. 


125 

125 

<r) 

w 

11 

Printing A Stationery Account 

To Cash Account 
(For Stationery Bill paid) 

, 

... Dr. 

1 25 

1 

1 

. 

% 

25 

(«) 

» 

15 

Cash Account 

To S. Sorab A Co. 

(For Cash received on aooount) 

.. Dr. 


1,475 

1,475 

(t) 

w 

15 

Cash Aooount 

To B. Byramji 

(For Cash received on account) 

... Dr, 

•_ 


175 

175 

(u) 

r» 

17 

C. Henry 

To Cash Account 
(For Cash paid on account) 

... Dr. ! i 

* i ! 

* t * 

350 

350 

<V) 

»» 

19 

J. Jones 

To Cash Account 
(For amount paid on account) 

... Dr. 

• 

200 

’ 

! 

200 

f* 

<w) 

w 

20 

Goods Account 

To Cash Account 
(For Cash Purchases) 

f ... Dr. 

• 

100 ! 

i 

i 

i 

100 

(*> 

n 

25 

KanjiACn. 

To Cash Aooount 
(For amount paid) 

... Dr. 

e 

600 

! ' 

! 

600 




Total Ra. i 

t 

J 

i 

-i 

10,575 | 

10,575 

\ 
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EXPLANATION OF THE ABOVE JOURNAL ENTRIES 


Transaction (a)—Office Furniture is received by us and Kanji 
& Co. give us the same. Therefore, Office Furniture Account is debited 
and Kanji & Co.'s Account is credited. 

Transaction (b)—Here, as Goods are received, Goods Account is 
debited, and as F. Roy imparts us the benefit of same, his Account 
is credited. 

Transaction (c)—Same as (b). 

„ (d)—In this case, we part with the Goods and K. 

Peter receives the same. Therefore, K. Peter’s Account is debited and 
Goods Account is credited. 

Transaction (e)—Same as (d). 

„ (f)—Same as (b). 

„ (g)—Same as above. 

„ (h)—Same as (d). 

„ (i)<—Same as above. 

„ (j)—Cash is received and Turpin & Co. give us the 

same. Therefore, Cash Account is debited and Turpin & Co.’s Account 
is credited. 

Transaction (k)—Same as above. 

„ (I)—Here, we part with Cash and F. Roy receives 

the same. Therefore, F. Roy’s Account is debited and Cash Account 
is credited. 

Transaction (m)—Same as above. 

„ (n)—Here, Cash is paid on account of salaries. 

Therefore, Salaries Account is debited and Cash Account is credited. 

‘Transaction (o)—Same as above. 

,, (p)—Here, Cash is received and Goods go out. 

Therefore, Cash Account is debited and Goods Account is credited. 

Transaction (q)—In this case, Goods are received and Cash is 
parted with. Therefore, Goods Account is debited and Cash Account 
is credited. 

Transaction (r)—Same as (n) and (o). 

„ (s)—As Cash is received and Sorab & Co. pay us the 

same, Cash Account is debited and Sorab & Co.’s Account is credited. 

Transaction (t)—Same as above. 

„ (u)—As Cash is parted with and Henry receives it, 

Henry’s Account is debited and Cash Account is credited. 

Transaction (v)—Same as above. 

„ (w)—Same qs (q). 

„ (x)—Same as (v). 

The above transactions when posted to their respective Ledger 
Accounts will appear as set out below. In order that the student may 
trace each and every entry into the Ledger Account concerned, every 
" transaction is given an alphabetical letter and the same letter is indi¬ 
ted against its entry JUa the Ledger Account 



jtuucs rm, jotnauusoro 


U 


KANJI It CO. 


1941 


. 

Ho. 

1941 



Bo. 

Sop*. 25 

To Cosh 

X 

600 

July 5 

By Ofitae Furniture 

• 

aoo 


P. BOY 


1941 



Ha. 

1941 

j 


Rs. 

Aug. 30 

To Cash 

1 

1 

100 

July 5 

By Goods ... 

b 

500 


P. GUPTA 


1941 



Rs. 

1941 



Rs. 

Aug. 31 

To Cash 

m 

500 

July 10 

By Goods 

o 

1,000 


K. PETER 


1941 



Rs. 

1941 

• 


Rs. 

Aug. 1 

To Goods 

d 

400 

Aug. 27 

i 

By Cash 

k 

250 


P. TURPIN & CO. 


1941 

1 

i 

Rs. 1941 



Rs. 

Aug. 5 

To Goods ...j e 

700 Aug. 25 

By Cash 

i 

300 


C. HENRY 


1941 


1 

u ! 

Rs. 

1 

1941 



Sept. 17 

To Cash 


350 

Aug. 12 

By Goods 

f 


J. JONES 


1941 



Rs. 

1941 



Rs. 

Sept. 19 

To Cash 

V 

j 

200 

Aug. 17 

By Goods 

8 

200 

1 


S. SORAB & CQ. 


1941 



Rs. 

1941 

• 


Rs. 

Aug. 20 

To Goods 

h 

1,800 

Sept. 15 

1 

By Cash 

1 

s 

1,473 


B. BYRAMJI* 


1941 



Rs. 

1941 



-j*— 

Re. 

Aug. 23 

To Goods 

I 

175 

Sept. 15 j 

By Cash 

» 

* 

175 


OFFICE FURNITURE ACCOUNT 







' • .. . ' 


1941 



Rs. 




July 1 

To Kauji A Co. ... 

. 

a 



s e 
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GOODS ACCOUNT 


1941 

■■ ! 

i Be. 

1941 

. 


Re. 

July 5 

To F. Roy ... b | 500 

Aug. 1 

By K. Peter 

d 

400 

* 1" 

„ P. Gupta ... c | 1,000 

5 

„ P. Turpin ft Co. 

e 

700 

Aug. 12 

„ G. Henry ... f i 450 

2'* 

„ 8. Sorab ft Co. 

h 

1,800 

„ 17 

„ J. Jouea ... g 2iK> 

23 

„ B Byramji 

i 

175 

Sept. 8 
„ 20 

„ Caeh ... q i 125 

„ Caeh ... w ; 100 

i 

Sept. 7 

„ Caeh 

P 

275 


* CASH ACCOUNT 





1941 

i 

Re. 

1941 




Rs. 

Aug. 25 To P. Turpin ft Co. ! 

j 

300 

Aug. 30 

By F. Roy 


1 

100 

„ 27 „ K. Peter ...' 

k 

250 

31 

„ P. Gupta 


m 

500 

Sept. 7 „ Goode ... 

P 

275 

Sept. 4 

„ Salaries 


n 

200 

„ 15 „ S. Sorab ft Co. , t .! 

a 

1,475 

5 

„ Office Rent 


o 

75 

.. „ „ B- Byramji ...j 

t 

175 

„ 8 

„ Goods 


q 

125 

i 



H 

„ Printing ft 




■ m 




Stationery 


r 

25 




„ 17 

„ C. Henry 


u 

350 




.. 19 

„ J. Joam 


V 

200 


' 


„ 20 

„ Goods 

• • • 

w 

100 

i 

i 

i 

i 


„ 25 

„ Kanji ft Co. 

• • ■ 

X 

600 


SALARIES ACCOUNT 





1 

1941 j 

1 R*. 

1 

Sept. 4 To Cash 

.. n i 200 



OFFICE RENT ACCOUNT 

1941 

i 

; Rs. 

! 

1 

Sept. 5 To Cash 

c 

.. 1 o 75 

1 . 

i 1 

! 1 


PRINTING AND STATIONERY ACCOUNT 


1941 

Sept. 11 To Cash 




Notes:—The important point that needs to be understood is that 
when a payment is made on account of any service rendered, the debit 
should be given to that particular service account and not the personal 
account of the payee. Thus, if salaries are paid to the staff. Office 
Salaries Account would ‘be debited and not the personal accounts of 
the staff members. Similarly, if an amount is paid for advertisement or 
for commission or by way of printing charges, the account to be debited 
would be Advertisement* Account, or Commission Account or Printing 
and Stationery Account and not the account of the payee. 

Further, it is only when an amount is paid by us and the recipient 
has to return a similar beqpfit in cash or kind on a future occasion 
that he becomes indebted to us and his Personal Account will have 
to be debited. In the same manner, if we receive benefit from any 
person in shape of cash or kind and if that benefit has to be returned 
by us on a subsequent* occasion, the Personal Account of the party 
imparting the benefit will have to be credited in order to indicate the 
fadt that such party is qu% creditor. On our returning a similar benefit 
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in future, the Persona] Account of the party concerned will be debited 
and closed to signify the fact that we have settled our account with 
him. 


SUMMARY 

ly A complete record of any business transaction can be made by 
debiting one account and crediting some other account, under 
the Double-Entry System. 

2. / All Business Transactions must be entered first in some subsi- 
j diary record before being finally transferred into the Ledger. 

Journal is so ruled with separate columns for Debit and Credit 
that any business transaction can be recorded through it. 

4. The Rules for debiting and crediting accounts are : — 

In Personal Accounts—debit the receiver and credit the giver. 

In Real Accounts—debit what comes in and credit what goes 
out. 

In Nominal Accounts—debit all expenses or losses and credit 
all gains. 

5. The record of transactions in the Journal should be in order 
of dates. 


QUESTIONS ON CHAPTER II 

1. What is Journal ? Explain Journalising. 

2. Can every transaction be recorded through the Journal ? 

3. On what principles does Double-Entry Book-keeping rest ? 

4. What kind of dealings requires a Personal Account ? 

5. How do you open a Personal Account ? 

6. Explain the expression, “Every Journal Entry should have a 
Narration.” 

7. What do you understand by Ledger ? 

8. What is the advantage of maintaining a Ledger ? 

9. Will it not do to simply journalise the transactions and not 
transfer these in the Ledger ? 


EXERCISE No. 




1M1 



Rs. 

Jan. 5 Bought Goods from Smith & Co. 

• « 

« • 

2,000 

M 7 Sold Goods to King & Co. 

• • 

• • 

600 

„ 8 Sold Goods to W. Martin 

• ■ 

• • 

700 

. „ 10 Sold Goods to James & Co. for Cash 


• • 

500 

„ 12 Received Cash from King & Co. • 

• • 

• • 

350 

„ 13 Received Cheque from W. Martin on account 

• • 

• ■ 

400 

„ 15 Paid Smith & Co. on account 

• • 

• • 

1,200 

„ 16 Bought Goods from Hiraji & Co. 

• » 

• • 

900 

. „ 17 Sold Goods for Cash to Longman & Co. , .. 

• • 

• • 

975 

„ 18 Sold Goods to P. Rao 

• • 

* • 

325 

„ 19 King & Co. return us Goods worth 

• • 

0 * 

75 

„ 19 We return Goods to Smith & Co. worth 

• • 

• • 

100 

„ 20 Bought Goods from Gupta St Co. for Cash 

• • 

• * 

200 

„ 21 Gave Loan to W. Brown .. .. • 

• • 


200 

n 22 Received for Cash Sales 

• * 

• * 

375 

„ 27 Bought Goods from Henry & Co. 

• • 

■ • 

300 

„ 28 Sold Goods to W. Green .. • 

* • 

a • 

400 









16 


DousuE>iarntY book-kxxpikc 


1941 

Jan. 29 Paid for Office Rent 
„ 30 Paid for Salaries 
„ 30 Paid for Sundry Trade Expenses 
„ 30 Purchased Goods for Cash 
„ 30 Bought Office Furniture for Cash 
„ 31 Bought Office Furniture from Devji & Co. 

EXERCISE No. Zy" 

Enter the following transactions through the Journal:— 
1941 

Jan. 5 Sold goods to Bell & Son 

* 6 Sold goods for cash .. .. 

„ 6 Sold goods to Martin & Co. 

„ 7 Received cash from Bell & Son on account 
„ 8 Bought goods from G. Green 
„ 9 Paid G. Green ,on account 
„ 10 Martin & Co. pay us on account 
„ 11 Purchased goods for cash 
„ 15 Paid sundry Trade Expenses 
„ 17 A. Arthur who owed Rs. 125j-, settles his account 
„ 18 Purchased frpm J. Jones goods worth 
„ 19 Charles & Co. sold us goods worth 
„ 20 D. Das bought from us goods valued at 
„ 21 Sold Goods to S. Smith 
„ 22 Received cash from D. Oas on account 
„ 23 S. Smith pays us on account 
„ 24 Paid J. Jones cash 
„ 25 Paid Charles & Co. on account 
„ 25 Received on account of Commission 
„ 26 Paid for Office Salaries 
„ 27 Paid for Office Rent 
„ 28 Paid for Office Stationery 
„ 29 Received for Cash Sales 

. „ 30 Gave loan to P. Popat 

„ 31 Paid Fire Premium 
„ 31 We return goods to G. Green 
' „ 31 S. Smith returns us goods worth 


Rs. 

150 

250 

35 

100 

75 

500 


Rs. 

400 

100 

250 

175 

200 

75 

125 

80 

25 

300 

200 

250 

175 

115 

110 

75 

50 

145 

255 

75 

28 

85 

90 

45 

20 

35 t 


CHAPTER III 
LEDGER ACCOUNTS 
DIVISION OF ACCOUNTS 

The following Diagram shows the division of Accounts into different 
classes:— 

’ LEDGER ACCOUNTS 


PsitsoNax. Accounts Tnpibsonat. Accounts 

* * ^_i_ 

Real Nominal 

Accounts Aooounts 

THE IMPORTANCE OF LEDGER 

As has been already stated, the Ledger is the chief book of 
Accounts, and it is in this book that all the business transactions would 
■ ultimately find their place under their respective accounts in a duly 
’ classified form. This process of transferring the transactions which 
Jfiavsf..been previouslycrecorded in the Journal into the appropriate 
. ■? 
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accounts in the Ledger is called "Posting.” The debit aspects of the 
transactions -as entered in the debit column of the Journal are posted 
to the debit side of the Ledger Accounts concerned, whilst the credit 
aspects are entered on the credit side. In posting the entries from the 
Journal, therefore, each item is entered into the Ledger, on the same 
side as it appears in the Journal; thus, a debit amount in the Journal 
would become a debit amount in the Ledger, and a credit amount in 
the Journal would become a credit amount in the Ledger. 

The importance of transferring all the entries from the Journal 
into the Ledger in a well-arranged and classified form needs to be 
thoroughly understood. Now, one of the objects of Book-keeping is 
to ascertain, with the least amount of trouble, what is owing to a dealer 
by each of his customers, and what is owing by him to each of his 
creditors, and it is clear that this cannot be readily done by recording 
the transactions in the Journal alone. For instance, if at different 
times I sell goods on credit to A, and at different times he pays Ae 
cash on account of his debt, I cannot readily tell from a look at the 
Journal entries to what extent A is indebted to me^ on any one parti¬ 
cular date. In order to get this information, I must search through 
all the entries relating to goods sold to A, and thus ascertain the total 
value of the goods I have sold him. Then again, I must sort out entries 
relating to the various sums of money I have received from him to 
find out the total amount paid by him. It is clear, therefbre, that if 
this process is to be gone through in order to ascertain my position 
with every person or firm I deal with, the object of ’ Book-keeping 
would be only partly realised. Some readier means of bringing to¬ 
gether the entries referring to each person or firm must, therefore, be 
found. This is done by collecting and condensing in another book, 
called the Ledger, in the form of Debtor and Creditor Accounts, all 
the entries relating to each person which so far stand dispersed through 
the Journal. This is why the Ledger becomes an indispensable bdok 
in Account-keeping. 

The following examples would' further illustrate the manner in 
which Personal, Real and Nominal Accounts are written in the Ledger. 

Example 3 

Write out the Account of B. Thomas from the following transactions:— 

1941 

Jan. 1 Sold him Goods, invoiced at Rs. 900]-. 

„ 5 He sent me Rs. 330; — on account. * 

' „ 7 Purchased from him Goods worth Rs. 300|-. 

*, 10 Received from him further Cash Rs. 100|-. " 

„ 11 Sold him Goods Rs. 150|-. 

„ 12 He returned to me Goods Rs. 50|-. 
t „ 14 I lent him Rs. 125]-. 

„ 18 He repaid the loan Rs. 125)-. 

(for Table see next page.) 

Example 4 

From the following transactions, make out the Account of S. Green:— 

1941 

Feb. 7 Bought from him Goods worth Rs. 800. 

„ 12 Sent him Cash on account Rs. 200. 

/ „ 15 Supplied him Goods, as ordered Rs. 75. 

„ 17 Bought from him Goods Rs. 100.' 

„ 20 Sent him Goods Rs. 42$. 

„ 21 Sent him Cadi Rs. 100. 
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Dr. B. THOMAS Cr. 


1941 


Fol 

Rs. 

1941 


Fol. 

Rs. 

Jan. 1 

To Goods 


900 

Jftn, 5 

By Cash 


350 

„ 11 

„ Goods 


150 

„ 7 

„ Goods 


300 

;; 14 

„ Cash 


125 

.. 10 

„ Cash 


100 





12 

„ Goods 


50 





„ 18 

n Cash 


125 





„ 31 

„ Balance carried 








down 

* 

250 



Rs. 

1,175 



Rs. 

1475 




— ■ 





Feb. 1 

To Balance brought 








down 


250 






Dr. ‘ S. GREEN Cr. 


1941 
Feb. 12 
w 15 

„ 2«t 
„ 21 
.. 28 

To C**h 
,, Goods * 

„ C>iah 

„ Bh lance carried 
down 

Fol. 

Rs. 

200 

75 

425 

100 

100 

1941 
Feb. 7 
17 

By Goods 

» ••• 

Fol. 

Rs. 

800 

100 



Rs. 

900 



Rs. 

900 





Mar. 1 

By Balance brought i 

down ... ! 

1 

100 


Example 5 

<From my above transactions with B. Thomas and S. Green, prepare my 
Cash Account and Goods Account. 


Dr. '' CASH ACCOUNT Cr. 


1941 


FolJ 

Rs. 

1941 


Fol. 

Rs. 

Jan. i 

To B. Thomas 


350 

Jan. 14 

By B. Thomas 


125 

10 



100 

Feb. 12 

„ S. Green 


200 

.. 18 

« 99 •••! 


125 

„ 21 



100 





.. 28 

„ Balance carried 




f 

a | 



j 

down 


150 



Rs. j 

575 

I 


Rs. 

575 

Mar. 1 

To Balance brought 



i 





down .*. 


* 150 


A 

s 

*i 







• i 

s 1 




Dr. GOODS ACCOUNT^ Cr. 


1941 



Fol. 

Rs. 

1941 



Fol. 

i 

Rs. 

Jan. 7 

To R, Thomas 

V 

• • • 


300 

Jan. 1 

By B. Thomas 



900 

« 12 

** •* SB 


50 

.. 11 




150 

Fob. 7 

w S. Green 

• a • 


800 

Feb. 15. 

S. Green 



75 

• 17 

99 9f M 



100 

„ 20 


•*« 


425 


■v 

• 1 

1 


j 

J 
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THE POINTS TO BE NOTED ARE:— 

1. The transactions are entered in the Ledger Accounts in order 
of dates. 

2. Every entry must be dated, and the date must he shown on the 
left-hand side of the entry. 

3. Each entry on the debit (left-hand) side of the Account com¬ 
mences with the word “ To.” 

4. Each entry on the credit (right-hand) side of the Account 
commences with die word “ By.” 

5. The transaction in respect of which the Accounts receive benefit 

from us in shape of cash or goods are entered on the debit side, and 
those which result in*their giving us benefit in cash or goods are 
entered on the credit side. « 

6. In the Folio Column of the Ledger Accounts would be entered 
the pages of the Journal from which the entries ajp4 here posted, i.e., 
transferred. Similarly, in the Folio Column of the Journal, the page 
of the Ledger Account to which the entry is posted is entered. 

BALANCING PERSONAL ACCOUNTS 

It will be remembered that “ the Receiver is debited and the Giver 
is credited,” and in order to find out, in case of Personal Accounts, 
whether the person in question has received more than he has given, 
or vice versa , and consequently, whether there is any amount due by 
that person or due to that person, on any particular date, it is necessary 
to balance that Account. This process is known as “ Balancing the 
Account ” or “ Striking the Balance.” 

Whenever it is desired to balance an Account, the two sides are 
added up, and if the debit and credit totals are unequal, the difference 
is inserted on the lesser side, to make the two sides equal. The 
amount which is thus found necessary to insert is the balance of the 
account. 


If the total of the debit side is heavier than the credit, the balance 
will fall on the credit side with the words “ By Balance carried down.” 
It is important to note, however, that such balance would be called 
a “Debit Balance,” and, after closing the Account, it will be shown 
again on the debit side with the words “ To Balance brought down.” 
It would then mean that the person is oty* debtor to the extent of the 
balance on the date the account is balanced! 


If the credit total of an account is heavier than the debit, the 
difference would signify a credit balance , and the amount will have 
to be put on the debit side to make the two sides equal, with the 
words “To Balance carried down.” After dosing the Account, the 
balance will again be shown on the credit side with the words “By 
Balance brought down,” and it would then mean that the person is 
our creditor to the extent of the balance. 


Balancing of Personal Accounts at periodical intervals is, very 
necessary in order that the result of the transactions with any parti¬ 
cular person for a given period, may be seen at a glance in a concrete 
form. Besides, it is after balancing the PerscAial Accounts on any 
date that die dealer can ascertain the total amount of his Debtors and 
Creditors, Le., the debts owing to the business and the amounts owing 
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In Example 3, the Account of B, Thomas is debited with the value 
of the Goods and Cash he has received from us and is credited with 
the value of the Goods and Cash he has given to us. It is found on 
31st January, that Whereas the total benefit he has received from us 
during the month amounts to Rs. 1,175|-, the total benefit imparted 
by him to us amounts to Rs. 9251- only. His Account, therefore, shows 
a debit balance of Rs. 250|-, the debit side being heavier by that 
amount. This balance is shown on the credit side to make the two 
sides equal, and the same is brought down on the debit side to indicate 
that, to begin the month of February, he was our debtor for Rs. 2501-. 

In Example 4, S. Green has imparted benefit to us to the extent 
of Rs. 900|-, whereas the benefit he has received from us amounts only 
to Rs. 800J-. He is, therefore, our Creditor to the extent of Rs. 100I-, 
which fact is shown by bringing that balance down on the credit siae 
of his Account. This indicates that, on the 1st March, he was our 
creditor for Rs. 100 [«. 


CASH ACCOUNT 

\The object of Cash Account is to keep a record of all Cash received 
and all Cash paid, from day to day. All sums received are entered 
on the Debit (left-hand) Side, and all sums paid are entered on the 
Credit (right-hand) Side of the Cash Account. This Account belongs 
to the class of Real Accounts, as it records dealings in property^ 

When the total of the Receipts Side is the same as the total of 
the Payments Side, it would signify that the whole of the Cash 
received is used in payments, and there is no Cash on hand. If the 
Receipts Side is heavier than the Payments Side, the difference 
would signify that there is so much Cash Balance on handA 

e When it is desired to close the Cash Account, the difference 
between the two sides is entered on the Credit Side, with the words 
By Balance carried down.” The two sides will now be equal, and 
the balance will be brought down on the Debit Side, with the words 
“ To Balance brought down.” 


It is important to note that, if there is any balance of Cash on 
hand, the Cash Account must necessarily show a debit balance. You 
can never pay away more cash than you have received, and, therefore, 
(the Credit Side of a Cash Account can never be greater than the 

Debit SideA 

J * 

All Money Orders, Postal Orders, Bank Notes and Cheques 
received should be treated as Cash. 

The advantage of keeping a Cash Account lies in the fact that 
it shows the trader his* cash dealings and helps him to check the cash 
. balance on hand, from time to time. If at any time he wishes to test 
the accuracy of the cash balance as found in the cash'box, he has to 
balance the Cash Account,' i.e., find out by what amount the receipts 
are heavier than the payments. The cash balance thus ascertained 
from the Cash Account must tally with the actual sum on hand. Should 
the apparent balance- and the actual cash on hand not agree, it is 
evident that either cm error has been made in entering up the Cash 
' Account or some cash has been stolen** It is thus that the Cash 

Accoupt serves as a chedk on the Cash Balance. 

' ' ’* .*■ 
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In Example 5, the Cash Account shows that the total Cash received 
during the months of January and February amounts to Rs. 575J-, 
whereas the total Cash paid out during the same period amounts to 
Rs. 425 In other words, the total receipts exceed the payments -by 
Rs. 150 This balance is shown on the credit side to make the two 
sides equal and is again brought down on the debit side to indicate 
that there was a cash balance of Rs. 1501- on hand on the date of 
closing. 

GOODS ACCOUNT 

(The object of opening a Goods Account is to record therein all 
the\*oods purchased and the Sales made thereout, in order to enable 
a trader to find out for himself as to whether his dealings in Goods 
have resulted in a profit or loss. 

The Goods Account is a Real Account as it is an Account of 
property, and not an Account with a person. 

On the Debit Side (left-hand side) of this Account will be entered 
the value of all the Goods purchased by the trader in order of dates^ 
and on the Credit Side (right-hand side), the valu*e of all Goods solcLj 
If all the Goods purchased are sold out, the Credit Side will be heavier. 
This is evident, as the sales will have fetched a higher price .than the 
cost of the purchase. The credit balance will then represent the pro¬ 
fit made by the dealer in the buying and selling of Goods. This profit, 
however, is called “ Gross Profit,” and after all the other expenses 
incurred in carrying on the business are deducted from it, the dealer 
would be able to find out what his “Net Profit” in the business has 
been. The term “ Net Profit,” therefore, means the actual profit made 
by the dealer in the business, during a particular period. 

A dealer, however, will most likely have some unsold Goods on 
hand, at the end of the year, as the whole of the Goods purchased 
may not have been sold. In such a case, before he can find out profit 
or loss made on the buying and selling of Goods, he must first ascertain 
the value of the Goods on hand, and enter this amount on the Credit 
Side of the Goods Account. This is necessary, as unless the value of 
unsold Goods is shown on the same side as the sales, the Goods Account 
would be incomplete. 

The value of the unsold Goods on hand is always ascertained by 
taking stock, i.e., by making a list of all the articles unsold and valuing 
these at cost price. It is after placing .the value of the unsold stock 

on the Credit Side of the Goods Account that the Goods Account will 

be balanced. If the Credit Side is heavier, the balance will represent 
gross profit. If the Debit Side is heavier, the difference will mean 
gross loss. 

From Example 5, looking at the Goods Account, it appears that 
the value of the total Goods received during the months of January 
and February amounts to Rs. 1,2501-. This fact is indicated on the 

debit side of the Goods Account. The credit side of this Account die* 

closes the fact that the total Goods sold duritig these two months amount 
to Rs. 1,550}-. Thus, the total Goods purchased amount to Rs. 1,2501- 
whereas the sales amount to Rs. 1,5501-. If the whole of the Goods 
purchased are sold out and there is no balance of unsold Goods on 
hand, the credit balance of Rs. 300}- means that a profit of Rs. 30Q|- 
(Gross Profit) has been made on the buying and selling of. Goods. 
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If we assume, however, that on- the date of closing there was a 
balance of unsold Goods amounting to Rs. 4001-, then this amount 
will have to be shown on the credit side of the Goods Account with 
the words “By Balance.” After this value of Closing Stock is placed 
on the credit side, the difference between the two sides of the Goods 
Account will now show the gross profit. 

The following illustration serves to indicate as to how the Goods 
Account will be closed (a) when there is no balance of unsold Stock 
on hand, and (b) when we assume that the unsold Stock amounted 
to Rs. 400|-. 

Dr. (a) GOODS ACCOUNT ’ Cr. 


1941 


!fo1. 

1 

! Rs. 

1 

1941 


Pol. 

Rs. 

Jan. 7 

To B. Thomas ,. 

t 

! 

300 

Jan. 1 

By B. Thomas 


900 

12 


j 

50 

.. 11 



150 

Feb 7 

„ S. Green 

i 

800 

Feb. 15 

„ S. Green 


75 

17 



100 

» 20 



425 

28 

„ Gross Profit 

! 

3t>0 

i 

! 




1 

\ Rs. 

1 

[ 1.550 

| 


1 Rs. 

1 

* 

1,550 

Dr. 


(b) 

GOODS 

5 ACCOUNT 


Cr. 

1941 


Pol 

Rs. 

1941 


Fol. 

Rs. 

Jan. 7 

To B. Thomas 


300 

Jan. 1 

By B. Thomas 


900 

12 



50 

.. H 

M •• ** * * * 


150 

Feb. 7 

„ S. Green 


8(X> 

Fob. 15 

„ 8. Green 


75 

17 



100 

.. 2o 

f» «» »• " 


425 

28 

„ Gross Profit 


700 

28 

„ Balance carried 








down 


400 

< 


Rs. 

1.950 



R*. 

I 

1.950 

March 1 

To Balance brought 






i 


down 

1 

400 






CLOSING OF REAL ACCOUNTS 

Real Accounts are always closed by Balance, and the balance 
would always be a Debit Balance. The reason is that whatever is in 
possession of the trader on any one date must have been received 
by him on some previous occasion, and all incomings of assets or 
properties are entered on the debit side. As the student will learn 
later on, the balances on Real Accounts are transferred by the trader 
to another statement called the “ Balance Sheet,” whenever he wishes 
to ascertain his exact financial position showing what Assets he possesses 
and what Liabilities he owes on any one date. 

CLOSING OF NOMINAL OR FICTITIOUS ACCOUNTS 

Whereas the Real Accounts are accounts of things which belong to 
the proprietor of the business in shafre of property, cash or goods, 
and record the incomings and outgoings of these, Nominal or Fictitious 
Accounts are so called because, unlike Real Accounts, they do not 
represent anything real. They are accounts showing the various heads 
of expenses and sources of income, and help towards the preparation 
of the Profit and Loss Account. By transferring all the gains on the 
credit side of the Profit and Loss Account and setting off against 
these all the expenses, incurred in carrying on the business on the 
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debit side, the dealer is able to find out what Net Profit or Net LoJb 
he has made during any given period. Nominal Accounts are thus 
closed byjsaasfer to Profit and Loss Account. 

QA£FfAL ACCOUNT 

The position of the trader in relation to his business is reflected 
in his Capital Account. The trader’s own account in the business 
would, therefore, be his Capital Account which would be written up 
just li^e any other Personal Account. 

DRAWINGS ACCOUNT 

It is desirable, however, that the withdrawals of money from out 
of the business by the proprietor for his personal use should be shown, 
in the first instance, on a separate account called the “ Drawings 
Account.” At the end of each financial period, the total amount 
withdrawn as shown by the debit side of the Drawings Account should 
be transferred to the debit of the Capital Account. The object of the 
Drawings Account is thus to show in details what sums of money 
the trader has withdrawn from the business for his personal use. The 
reason for transferring the total drawings to the* Capital Account is 
that such withdrawals necessarily reduce the capital the trader had 
originally contributed in the business. 

SUMMARY 

1. All transactions originally entered in the Journal must subse¬ 
quently be transferred to their proper accounts in the Ledger. 

2. The object of Ledger Accounts is to clearly indicate the position 
of each account in relation to the trader. 

3. The double effect of every transaction is thus reflected in the 
Ledger in shape of accounts in a well-arranged form for clearness and 
easy reference. 

4. Personal Accounts serve to indicate whether the person is a 
debtor or creditor of the trader on any one date. 

5. Real Accounts serve to show the incomings and outgoings of 
the several assets dealt in by the trader. 

€. Nominal Accounts serve to show under what headings expenses 
were incurred in carrying on the business and what were the sources 
of income. 

7. Personal and Real Accounts axe closed by “balance,” and 
Nominal Accounts are closed by transfer to Profit and Loss Account. 

8. Goods Account should not be closed uAtil the value of “ unsold 
goods ” is shown on the credit side of that account. 

9. The difference between the debit total and the credit total 
in any account is called the “ Balance.” • 

10. If the debit total is larger, the balance is a debit balance. 
This balance will be placed on the credit side to make the two sides 
equal, and will be again brought down on«the debit side, after closing 
the account 

11. If the credit total is heavier, the balance is a credit balance. 
This balance will be placed on the debit side *to make the two sides 
equal, and will be again brought down on the credit side, after closing 
the account 
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12. Personal Accounts should only be debited or credited when 
there is a credit transaction. Where the transaction is for ooah, there 
is no need to open a Personal Account. 

13. The trader’s own account is known as the Capital Account. 

14. The Drawings Account serves to indicate in details the 
amount withdrawn by the trader for his personal use. 

15. Whereas the amount of Capital contributed by the trader 
is shown on the credit side of his Capital Account, the sums withdrawn 
by him for personal use appear on the debit of the Drawings Air'ount. 

16. At the end of each financial period, the Drawings Account 
is closed by transfer to the Capital Account 


QUESTIONS ON CHAPTER m 

1. What is an Account ? 

2. What do you mean by “ Balancing an Account ” ? 

3. How do you close a Personal Account ? What does a Balance 
on a Personal Account signify ? 

4. Why should you maintain a Cash Account ? 

5. How do you write up a Cash Account ? 

6. What balance would a Cash Account always show ? What 
would that Balance mean ? 

7. How do you close a Cash Account ? When may there be no 
Balance in a Cash Account ? 

8. What purpose do Real Accounts serve ? 

9. How does a Real Account differ from a Personal Account ? 

10. How does a Nominal Account differ from a Real Account ? 

11. Why is a Goods Account kept ? 

12. How is Goods Account closed ? 

13. Which side of the Goods Account should be heavier, if I have 
gained on my goods ? 

14. Name some of the Real Accounts ordinarily opened in a 
trader’s Ledger. 

15. Show the value of Cash Account in detecting fraud or mistake. 

16. How do you expect Goods Account to show, if I have lost on 
my Goods ? 

17. Explain the meaning of “ Stock-Taking.” 

18. What do you understand by “ Gross Profit ” and “ Net Profit ” ? 

19. How are Real Accounts closed ? 

20. How are Nominal Accounts closed ? 


21. Explain the use of the Capital Account and the Drawings 

Account. , 

22. How is the Drawings Account closed ? 

EXERCISE No. j/ 


Journalise the following transactions and post the same to their respective 
Accounts:— 

1941 Rs. 

Jan. 3 R. Rao commences business with .. .. .. 5,000 


4 Purchased from B. Bath, goods on credit 

6 Sold to C. Cocktail goods 

7 Sold goods for cash 

8 Bought goods from B. Butler .. - *. 


600 

500 

250 

450 
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Jan. 

13 

Sold goods to D. Doctor 

• a 

• a 

a • 

a a 

750 

» 

15 

Purchased goods for cash 

• a 

• a 

a ■ 

a a 

800 

9? 

17 

Sold goods for cash 

a * 

• • 

a a 

a a 

350 

n 

20 

Bought from T. Taylor goods 

• a 

a • 

a a 

• • 

900 

it 

20 

Sold to E. Earnest goods 

• a 

• a 

a a 

a a 

275 

it 

21 

Sold to F. Flower goods 


a a 

a • 

a a 

875 

tt 

24 

Received from C. Cocktail 

• • 

• • 

a a 

a a 

200 

H 

24 

Received from D. Doctor 

• * 

• • 

a a 

• a 

400 

tt 

25 

Paid to B. Bath on account 

• a 

a • 

a a 

a a 

300 

M 

25 

Paid to T. Taylor 

• • 

• • 

a a 

a a 

500 

/»» 

26 

Received from L>, Doctor cheque 


a a 

a a 

a a 

100 

>1 

26 

Bought goods for cash 

• • 

a a 

a a 

a a 

690 

ft 

27 

Paid to B. Butler 

• * 

a a 

a a 

a a 

150 

ft 

27 

Sold goods to W. Turner 

• • 

• a 

• a 

a a 

600 

ft 

27 

Sold goods to P, Pope 

• • 

a a 

a a 

a a 

175 

tl 

27 

Bought goods from Thomson & 

Co. 

a a 

a a 

a a 

325 

tt 

28 

Bought goods from C. Maxwell 

a a 

a a 

a a 

a a 

200 

ft 

28 

Remitted cash to B. Bath 

• • 

• • n 

a a 

a a 

200 

ft 

28 

Remitted cash to B. Butler 

• * 

a a 

a a 

a a 

100 

ft 

28 

Remitted cash to T. Taylor 

• • 

a a 

a a 

a a 

400 

ft 

29 

Received cash from C. Cocktail 


a a 

a a 

a a 

200 

ft 

29 

Received cash from D. Doctor 

a a 

a a 

a a 

a a 

125 

ft 

29 

Received cash from E. Earnest 


a a 

*> a a 

a a 

75 

ft 

29 

Received cash from F. Flower 


a a 

a a 

• a 

175 

ft 

29 

Purchased goods for cash 

# 

a « 

• a 

a • 

200 

ft 

29 

Sold goods for cash 



a a 

a a 

225 

tt 

30 

E Earnest returned goods 



a a 

a a 

25 

N 

30 

F. Flower returned goods 



a a 

• a 

50 

If 

30 

W. Turner returned goods 



a a 


200 

tJ 

31 

Returned goods to Thomson 4 Co. 

• • 


• a 

60 

IT 

31 

Returned goods to C. Maxwell 

• a 

a a 


•* 

a a 

30 

It 

31 

Returned goods to B. Butler 

a • 

a • 


a a 

40 

»> 

31 

Received goods returned from P. 

Pope 

a a 


• a 

45 

If 

31 

Paid for Office Rent 

9 # 




150 

It 

31 

Paid for Salaries 

, m 

a a 


• • 

275 

tt 

31 

Paid for Stationery 

, m 

a a 

a a 

a a 

35 

tt 

31 

Sent cash to C. Maxwell 


a a 

a a 

a • 

70 

»f 

31 

R. Rao withdrew for his personal 

use 

a a 

a a 


30& 


EXERCISE No .2/ 

Enter the following transactions through the Journal and post the same to 
their appropriate Ledger Accounts: — 

1941 Rs. 

March 1 S. Sen brought in the business as his Capital .. .. 2,000 

„ 3 Made cash purchases of goods .. .. .. .. 400 

„ 4 Purchased goods from Thakur 4 Co. .. .. .. 375 

„ 4 Sold goods to Ram Rao & Sons .. .. .. .. 285 

„ 4 Bought goods from Hari Singh .. .. .. .. 200 

„ 5 Bought Filing Cabinet for office use from Bamboat & Co. 150 

„ 9 Paid Bamboat & Co. their bill for above .. .. 150 

„ 10 Sold goods for cash .. .. .. .. .. 65 

„ 11 Bought goods for cash .. .. .. .. 55 

„ 12 Returned goods to Thakur 4 Co., being not equal to sample 75 

„ 12 Returned goods to Hari Singh, being inferior in quality .. 25 

„ 13 Ram Rao & Sons return us goods .. .. ,. 45 

„ 14 Patak & Co. buy goods from us • .. .. 135 

„ 15 S. Sen drew from office for personal use .. .. 100 

„ 16 Made cash purchases of goods .. .. .. 165 

„ 17 Ram Rao & Sons pay us on account cash .. .. 150 

„ 18 Received from Patak 4 Co. cash on account .. .. 75 

„ 20 Paid Thakur 4 Co. on account .. * .. .. .. 135 

„ 21 Hari Singh received from us cash. .. .. .. 100 

„ 24 Faid for office cleaning .. .. .. .. 5 

„ 25 S. Sen drew for private use .. .. .. .. 75 

„ 27 Paid cash for carriage on goods .. ..*■ .. . .15 

„ 29 Paid for wages .. .. .. .. .. . 40 

M 31 Paid Office Salaries .. .. .. .. .. 225 

« 31 Paid Office Rent .. .. « • •• .. 65 










CHAPTER IV 

SUB-DIVISIONS OF JOURNAL 

PURCHASES BOOK—SALES BOOK—RETURNS 
INWARDS AND OUTWARDS BOOKS 

From the previous pages, the student must have seen how it is 
possible to record any conceivable series of ‘ transactions through the 
two books—the Journal and the Ledger. These are, no doubt, the 
main books in Double-entry Book-keeping even now; but, if all busi¬ 
ness transactions were passed through the Journal, the labour of 
recording each transaction with its separate narration in the Journal 
and then posting each such entry to two different accounts in the 
Ledger would be enormous in a business of any large dimensions 
necessarily involving a large number of transactions. Labour-saving 
methods have, therefore, been applied to the art of Book-keeping. 

Experience has shown that transactions in a trading or manufac¬ 
turing concern consist mainly of: — 

(1) Receipts or Payments of Cash; and 

(2) Purchases or Sales of Goods; and it has been found that if 
transactions of a similar nature were recorded together , through some 
altered forms of the Journal, a considerable amount of labour can be 
saved. We find, therefore, that in modern Book-keeping, the original 
Journal has been superseded by Subsidiary Journals, each used for 
recording a certain class of transactions. 

The following Subsidiary Journals have thus found their place in 
modern Book-keeping: — 

(1) The PURCHASES BOOK to record all Credit Purchases. 

42) The SALES BOOK to record all Credit Sales. 

(3) The RETURNS INWARDS BOOK to record all goods return¬ 
ed to us by our customers. 

(4) The RETURNS OUTWARDS BOOK to record all goods 
returned by us to our suppliers. 

(5) The CASH BOOK to record all cash received and paid. 

(6) The BILLS RECEIVABLE BOOK to record all Bills received 
duly accepted by our debtors. 

(7) The BILLS PAYABLE BOOK to record all Bills granted by 
us to our creditors. 

The original JOURNAL is now retained only for the purpose 

of recording transactions of an extraordinary nature which do not 

fall within any of the above sub-divisions. 

* • 

We now proceed to consider the Purchases and the Sales Books 
and the Returns Inwards and Outwards Books in this Chapter. 

THE PURCHASES BOOK« 

(This Book is used for the purpose of recording all Credit Purchases 
of goods. It is also known as the Invoice Book, Bought Book 
or Purchases Journal. * 

When goods are bought by us on credit, we receive through the 
post or along with the goods themselves, a statement giving the 
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particulars of the goods we haw purchased. This statement is called 
an Invoice. 

On receipt of each such Invoice, the quantities of goods as shown 
therein will be compared with the quantities actually received. It 
would also be seen as to whether the rates charged are proper and 
that all calculations are correct On the Invoice having been checked 
in this manner, it would be given a running number, after which the 
contents will be entered in the Purchases Book. Each Invoice would 
then be properly filed in consecutive order. 

The following illustration shows how a Purchase Invoice will 
appear:— 

FORM OF INVOICE 

T. A. “ Finestuff ”, 117, New Street 

Cawnpore. Cawnpore, 21st Jan. 1941. 

TeL 4158. 

Messrs. P. Culliandas & Co., Bombay. 

Bought of SMITHSON & Co., 

Leather Merchants, Cawnpore. 

Terms 24 per cent., 30 days. 

Rs. 

965 
469 
8«0 
740 

2,975 
297 

2,&J7 

Per G. I. P. Ely., Carriage Paid. 

It must be noted that only Credit Purchases should be entered 
through this book. While entering the Invoices in the Purchases 
Book, it is not at all necessary to record full details in the Purchases 
Book, as the Invoices themselves are carefully filed and are available 
for reference whenever it is necessary to look into the details of any 
purchase. 

The following example will enable the student to see how Credit 
Purchases are entered in the Purchases Book : — 



i 10 doz. Black. Box Calf Stout 1287 ft. (<i) 12 annas per ft. 
4 „ Coloured Box Calf Stout 469f ft. (<y Re. 1 per ft. 
20 „ Brown Calf Rs. 40 per doz. 

10 „ Waxed Calf Quality No. 1 296 Iba. (a) Rs. 2/8 per lb. 


Less Trade Discount 10% ... 


Example 6 

Enter the following transactions in the Bought Book: — 

1941 

Jan. 5 Bought of B. Bansilal, Bombay— 

10 lbs. Cocoa at He. 1 per lb. 

15 lbs. Tea at Rs. 1|14 per lb. 

7 Bought of A. Arnold, Rangoon- 

12 bags Rice at Rs. 20 a bag. 

„ 10 Bought of C. Chatterji, Calcutta— 

3 cwt. Sugar at Rs. 14 per cwt.* 

» 15 Bought of D. Douglas, Madras— 

• 5 Chests Tea each 28 lbs. at Rs. 1<2 per lb. 

25 lbs. Coffee at Re. Ij- per • 



28 


DOUBLE-ENTRY BOOK-KEEPING 


Jan. 22 Purchased from Desai & Co., Surat— 

10 Boxes of Indian Biscuits each of 5 lbs. at Ans. 6 a lb, 
and 6 Boxes of Indian Sweets each of 5 lbs. at Ans. 12 
per lb. 

„ 31 Bought of Damodar & Co., Bombay— 

2 cwt. Sugar at Rs. 13(8 per cwt. 

20 lbs. Tea at Rs. 1|3 per lb. 

10 lbs. Coffee at Ans. 15 par lb. 


PURCHASES BOOK 


Date. 

1 Particulars. 

i 

i 

L.F. 

1 

Amount, 

i 


1941 



Kb. 

a. t 

p- 

Jan. 5 

B. Bansilal, Bombay, 






Goode as per Invoice No. 1 


36 ! 

2 

0 

., 7 

A. Arnold, Rangoon, 


1 




Goode as per Invoice No. 2 


240 | 

0 

0 

„ 10 

C. Chatterji, Calcutta, 






Goode an per Invoice No. 3 


42 ! 

0 

0 

„ 15 

D. Douglae, Madrae, 


; 




Goode as per Xnvoiee No. 4 


182 i 

8 

0 

22 

Dosai A Co., Surat, 






Goode ae per Invoice No. 5 

1 

41 1 

4 

0 

* 31 

Damodar & Co, Bombay, 


! i 

' 



Goods ae per Invoice No. 6 

> 60 

2 

0 



Rs.! 

604 1 

; o i o 


. 


= 

jrs 


From the above, it would be seen that all that is necessary is to 
enter in the Purchases Book the date of the purchase, the name and 
address of the seller, the consecutive number of the Invoice and the 
total amount of the Invoice. As has been said before, it is useless 
to copy each Invoice in this book as it would simply mean unnecessary 
duplication of work. By means of reference to the Invoice numbers 
in the Purchases Book, any details required as to any particular pur¬ 
chase can be promptly ascertained whenever desired. The Invoice 
File is carefully retained by the purchaser as a permanent record of 
the purchase and its costs. 

The students will thus remember that the entries in the Purchases 
Journal originate from Invoices Inwards. 

POSTING THE PURCHASES BOOK 

A separate account,will have to be opened in the Ledger for each 
supplier of goods, and the amount of each purchase would be credited 
to its respective Personal Account The Double-Entry of this book 
would be completed by taking the monthly total .of the purchases and 
debiting the same to Goods Account. 

If every credit purchase were recorded in the Journal, the entry 
for each such transaction would be to debit the Goods Account and 
credit the Personal Account of the supplier. Further, each such entry 
would 1 need to be posted, once to the debit of the Goods Account and 
then again to the credit of the Personal Account. There is, however, 
Xio particular advantage to be gained by debiting each credit purchase 
individually to Goods Account, and a considerable saving of labour 
In posting is brought about by adopting the .subsidiary Journal called 
the Purchases Book for the record of ail Credit Purchases. From 
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this book, whereas individual credit would be given to each Personal 
Account concerned, the debit to toe Goods Account need only be given 
in total periodically. 

The above entries in toe Purchases Book, when posted into the 
Ledger, will appear as under: — 


Dr. B. BANSILAL, Bombay Cr. 


1 • 

Rs. 

ft. 

P. 

1941 | 

j 

a. 

P 





J*n. 5 ! By Goodis 

J I 38 

2 

0 


Dr. A. ARNOLD, Rangoon Cr. 


1 

1 

Rs. 

' 

a. 

P- 

1941 ! * 


Rs. 

ft. 

P- 

| 



! 

Jan. 7 | By Goods ...i 


240 

0 

0. 


Dr. C. CHATTERJI, Calcutta . Cr. 


1 1 : 

; Rs. a. 

1941 



Rs. 

a. 

P- 

: 11 

Jan. 10 

By Goods 


42 

0 

0 


Dr. D. DOUGLAS, Madras Cr. 


Rs. 

a. 

P- 

1941 | 



Rs. 

a. 

P- 


I 

1 

1 

■ 

Jan. 15 

By Goods 

1 

182 

8 

0 


Dr. 


DESAI & Co., Surat 


Cr. 








1 

■ 


Rs. 

a. 

|p- 

1941 



Rs. 

s 

P« 

i 


• 

Jan. 22 

By Goods 


41 

4 

0 


Dr. DAMODAR & Co., Bombay Cr. 



Rs. 

a. 

P- 

1941 

1 

t 

I 

Rs. 

a. 

P- 





Jan % 31 

By Goods ...1 

60 

2 

0 


Dr. GOODS ACCOUNT . . Cr. 


I 

1941 

1 


Rs. 

a. 

P- 

I ! 

• i 

Rs. 

a. 

Jan, 31 i To Sundries 


604 

0 

0 

1 

• ' \ 




THE SALES BOOK. 

In toe Sales Book are entered toe* particulars of Goods sold 
on credit , from day to day. As in majority of businesses toe largest 
number of transactions would consist of Credit Sales, an enormous 
amount of labour would be entailed if all Auch transactions were 
passed through the Journal and then posted to the Ledger Accounts 
concerned. The ordinary Journal entry for each Credit Sale would 
•be to debit the Personal Account of the customer and credit toe Goods 
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Account. Thus, if there are a hundred transactions of Credit Sales 
in one month, and if these are entered through the Journal, there would 
be a hundred debits to be given to the Personal Accounts of the 
customers concerned and a hundred credits to be given to the Goods 
Account. 

Now, by entering all Credit Sales in a separate subsidiary Journal 
called the Sales Book, the hundred individual credits to Goods Account, 
as above said, would be avoided, as the postings from the Sales Day 
Book would be to the debit of the Personal Account of each customer, 
and the credit would be to Goods Account in shape of the periodical 
total of the Sales Book. Thus, a great advantage is gained by not 
recording the Credit Sales through die Journal, but by entering them 
in a special book called* the Sales Book, or the Sales Day Book or the 
Sold Book or the Sales Journal. 

The entries in the Sales Book are made from the Outward Invoice 
Book which will contain an exact copy of‘each Invoice sent out to 
the customer. Each such Invoice is numbered consecutively, and 
the reference to each Invoice number is given in the entry in the Sales 
Book. There would, therefore, be no necessity to give the details of 
each sale in this book. Each entry would indicate the date of the 
sale, die name of the buyer, the number of the Outward Invoice and 
the total amount of the Invoice. On the Personal Account of the buyer 
being debited in the Ledger, the folio of the Ledger Account will be 
entered in the Folio Column. 

POSTING THE SALES BOOK 

A separate Account will have to be opened in the Ledger for 
each 4 customer to whom the goods have been sold on credit and will 
be debited with the amount of each sale. At the end of the month, 
the credit sales would be added, and the total thus ascertained would 
be credited to Goods Account. The Double Entry of the Sales Book 
would thus be completed. 

The following example will illustrate the use of the Sales Book:— 


Example 7 

Enter the following transactions in the Sales Book: — 

1941 

Feb. 7 Sold to E. Evans, Calcutta, 

20 lbs. sugar at Rs. 1|4 a lb. 

10 lbs., tea at Re. 1 per lb. 

„ 10 Sold to C. Tripathi, Karachi, 

15 tons of coal at Rs. 2 per ton. 

„ 15 Sold to F. Francis, Madras, 

20 bags of rice at Rs. 3 a bag. 

15 lbs. of cocoa at Rs. 1{8 per lb. 

„ 20 Sold to J. Jones, Rangoon, 

10 doz. boxes of Indian Biscuits at Rs. 2|4 per doz. 
„ 23 Sold to T. Shah, Bombay, 

25 lbs. sugar at Re. 1|2 per lb. 

5 lbs. tea at Ans. 12 per lb* 

5 lfis. c cocoa at Re. 1 per lb. 
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SALES BOOK 


Date. 

Particulars. 

L.F 

Amount. 

1941 



Rs. 

1 a. 

P- 

Feb. 7 

E. Evans. Calcutta, 






Goods as per Outward Invoice No, 1 


35 

0 

0 

„ 10 

C. Tripathi, Karachi, 






Goods as per Outward Invoice No. 2 


30 

0 

i 0 

„ 15 

F. Francis. Madras, 






Goods as per Outward Invoice No. 3 


82 

8 

0 

„ 20 

J. Jones, Rangoon, 


i 




Goods as per Outward Invoice No. 4 


22 

8 

0 

n 23 

T. Shah, Bombay, 






Goods as per Outward Invoice No. 5 , ... 


36 

14 

0 



Rs. 

206 

14 

0 


The above entries when posted in the Ledger will appear as under:— 

E. EVANS, Calcutta 


1941 

1 

1 

| Rs. 

A 

p 




Hs. 

a. 

p- 

Feb. 7 

To Goods ...1 

1 ; 15 

0 

! 0 








C. TRIPATHI, Karachi 




1941 

! 

1 

; Re. | 

A. 

p. 




R*. 

a 

p. 

Feb. 10 

To Goods 

i 1 30 

o 

0 

1 

1 

1 

1 

i ' 





F. FRANCIS, Madras 


1941 

Feb. 15 

To Goods 

! 

J, 

i 

Rs. ;a 

82 8 

. JONE 

P- 

0 

s, 

Rangoon 



Rs. 

4 

i 

P. 

1941 

Feb. 20 

To Goods 

i 

1 

Rs. 

22 

!\ SE 

i 

a. 

8 

LA 

p 

0 

1 

i 

i 

i 

« 

Bombay 

1 

i 

Re 

aj 

P- 

1941 

Feb. 23 

J 

To Goods . J 

i 

G 

Rs. 

36 

£>OI 

•Jp. 

m'o 

>S A 

CCOUNT 


Si 

1 i 

i 

a. 

P- 

i 




Ra. 

' 

! 

i 

! 

p. 

1941 

Feb. 28 

By Sundries .. ] 


Rs. ja 
206 14 

P- 

0 


The student will have noticed from the above that the form of 
the Sales Book is exactly like that of the Purchases Book. The Sales 
Book forms the basis for the entries in the Ledger Accounts of the 
various customers in respect of goods sold tofl h e m bn grafts a ndth f 
Purchases Book forms the basis of the entria| iqfcthe Accd4nt| 
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of the various creditors in respect cl the Goods bought from them 
on credit. Evidently, therefore, whereas each Personal Account from 
the Sales Book would be debited in the Ledger with the amount of 
the sale, each Personal Account from the Purchases Book will be 
credited in the Ledger with the amount of the purchase. The periodical 
total of the Sales Book will, however, be credited to the Goods Account 
in the Ledger, and that of the Purchases Book would be debited to the 
Goods Account. 

RETURNS OF GOODS 

It frequently happens in actual business that a trader, in his 
capacity as a purchaser, may have occasion to return goods to the 
seller. It may also be that in his capacity as a seller, he may have 
to accept goods returned to him by customers who had originally 
bought the goods from him. Such “ Returns ” generally arise in course 
of business for several reasons, viz., that the goods may not be upto 
the sample or according to the order, or they may have been sent in 
error, or may be si)bject to some other defects. 

On such “ Returns ” being accepted, the receiver of the goods 
usually sends a Credit Note, as shown below, which states 
the particulars of the goods returned and the amount which is credited 
by the recipient to the account of the sender. The Credit Notes are 
generally printed in red ink to distinguish them from Invoices. 

CREDIT NOTE 


Messrs. Ram Govind & Son. Bombay, 5th March 1941. 

Credited by RAM PRASAD & Co. 


1 

• 1 

1 

1 

By Return* 

Ra. 

i 

a. 

: 

p. 

I 

i 

I 

12 1 lb. Tins of Coffee @ Re. 1/- per lb. .. j 

12 

0 1 

1 

0 


RETURNS INWARDS & OUTWARDS BOOKS 

These Returns are entered in books called “ Returns Books 
The goods returned to the trader by his customers are called “ Returns 
Inwards”, and are entered in the book called the “Inward Returns 
Book”. The goods returned by the trader to his suppliers are known 
as “ Returns Outwards ”, and are entered in a book called the “ Out¬ 
ward Returns Book”. 

The Rulings of these two books are similar to those of the Pur¬ 
chases and Sales Books, and the entries are made therein in just the 
same manner as those made in the Purchases and Sales Books. 

POSTINGS OF RETURNS BOOKS 

From the Inwards Returns Book, the postings would be to credit 
the Personal Account of each customer concerned and to debit the Goods 
Account with the periodical total of the Book. 

From the Outwards Returns Book, the postings would be to debit 
the Personal Account of each supplier concerned and to credit the 
Goods Account with tHfe‘periodical total of the Book. 





suB-B&nsiatia or journal 
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SUMMARY 

1. All Credit Purchases of goods only are entered in the Purchases 
Book, and from here, the account of ea&h person supplying the goods 
is individually credited in the Ledger. 

2. The periodical total of the Purchases Book is debited to the 
Goods Account. 

3. The entries in the Purchases Book are made from Inward 
Invoices. 

4. The details of the Inward Invoices are not copied in the 
Purchases Book, but only the date of purchase, name of the supplier, 
the Invoice number and die net Invoice amount are entered. 

5. When goods are returned to the supplier, such returns are 

entered in the Returns Outwards Book, which is ruled like the 
Purchases Bode. * 

6. The postings from the Outward Returns Book are to the debit 
of the suppliers individually and to the credit of the Goods Account 
in periodical total. 

7. All Credit Sales of Goods only are entered through the Sales 
Book, and from here, the account of each customer is individually 
debited in the Ledger. 

8. The periodical total of the Sales Book is credited to the Goods 
Account. 

9. The entries in the Sales Book are made from} the outgoing 
Invoices. 

10. It is not necessary to copy the Outward Invoices bodily in 
the Sales Book, and only the date of each credit sale, the customer’s 
name, the invoice number and the net amount of the Invoice need be 
entered. 

11. All Returns from Customers are entered in Returns Inwards 
Book, which is ruled exactly like the Purchases or the Sales Book. 

12. The postings from Returns Inwards Book are to the credit of 
each customer individually and to the debit of Goods Account in 
periodical total. 

13. The entries in the Returns Outwards Book are made from 
the Debit Notes sent to the suppliers along with the goods; the entries 
in the Returns Inwards Book are made from the Credit Notes sent out 
to the customers acknowledging the Returns. 

14. The Purchases Book, the Sales Book and the Returns Inwards 
and Outwards Books are sub-divisions of the'Journal devised with a 
view to save clerical labour. 

QUESTIONS ON CHAPTER IV 

1. What is the difference between a Purchases Day Book and a 
Sales Day Book ? 

2. What are the functions of the Purchases and Sales Returns 

Journals ? * 

3. How are the entries contained in the Returns Book dealt with 
in the Ledger ? 

4. For what reasons would goods be returned by a purchaser ? 

5. Freon what documents would entries be made in (a) the Pur* 
chases Book and (b) the Purchases Returns Bade ? 

DJ5.— 3 
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6. How would you post the Purchases Book ? 

7. Is it necessary to enter details of each Invoice in the Purchases 
Book ? 

8. What sales would appear in the Sales Book, and how would 
this Book be posted ? 

9. Explain what is meant by “ Debit Note,” and “ Credit Note.” 

10. What entries would you find on the debit and credit sides 
of the Goods Account ? 

11. Explain what advantage is secured by entering the Credit 
Purchases and Sales transactions in the Purchases and Sales Books 
instead of recording them in the Journal. 

12. What balance would you expect a customer’s Account to show 
generally ? 

13. Explain the Double-entry working of the Purchases Book. 

14. Show how the Double-entry principles are satisfied from the 
Sales Book. 

EXERCISE No n 1/ 

Enter the following transactions in their proper subsidiary Books and post 
the same in the Ledger: — 


1941 





Rs. 

Jan. 

1 

Purchased goods from C. Mehta 




200 

99 

3 

Sold goods to P. Pavri 




125 

if 

3 

Sold goods to K. Ayer 




210 

» 

5 

Bought of S. Kanji, goods 




325 

>9 

6 

Bought of J. John, goods 




220 

99 

9 

Received goods returned by P. Pavri 




50 

99 

10 

Purchased from G. Desai, goods .. 




345 

99 

10 

Returned goods to C. Mehta 




75 

99 

13 

Sold to W. Wadia, goods .. 




400 

9* 

15 

Returned goods to J. John 




40 

99 

17 

K. Ayer returned goods 




65 

19 

17 

Sold to K. Sykes, goods 




310. 

• 99 

19 

Purchased goods from W. White .. 




250 

99 

20 

Bought of S. Raje, goods 




300 

99 

23 

Sold goods to J. Kale .. 




500 

99 

23 

Received goods returned by W. Wadia 




125 

99 

24 

Returned to G. Desai, goods 




150 

19 

25 

Sold to K. Baxi, goods 




350 

99 

26 

Sold to P. Pavri, goods .. 




215 

ft 

26 

Bought of C. Mehta, goods 




175 

99 

28 

Returned goods to W. White 




75 

99 

30 

Sold to K. Sykes, goods 




180 


31 

Purchased goods from S. Kanji .. 




200 

99 

31 

W. Wadia returned goods 




55 

>9 

31 

Sold goods to A. Amin 




280 

99 

31 

A. Amin returned us goods 




40 

99 

31 

Bought goods ‘from R. Ratan 




100 

99 

31 

Returned goods to R. Ratan 




20 


* CHAPTER V 

THE CASH BOOK 

• 

Frobjgptly, the most numerous items to be recorded in a trader’s 
books wculd relate to Cash transactions. In actual business, there are 
so many entries relating to Cash that a special book is set apart for 
thi$ purpose. The function of a Cash Book is, therefore, to record all 
the Cash transactions, i.e. Cash Receipts and. Cash Payments from day 
to day. 
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I 

The advantage of entering all Cash transactions in a separate hook 
arises this way- It is a matter of common knowledge that all business 
dealings ultimately resolve themselves into cash transactions, and as 
a result, records of dealings in cash in any business must naturally 
be by far the largest. Now, if every cash transaction were recorded 
in the Journal, an enormous amount of unnecessary labour would be 
entailed in debiting or crediting Cash Account every time cash is 
received or paid. It is by this device of passing cash transactions 
through the Cash Book, that the labour of posting every item of 
receipt or payment of cash individually to Cash Account in the Ledger 
is avoided, and the advantage thus arising from the use of the Cash 
Book is far greater than that appertaining to the sub-divisions of the 
Journal into the Purchases, Sales and Returns Books. 

In case of a Cash Book, one page is used for recording money 
received and the opposite page for money paid *out. In fact, the Cash 
Book is written in just the same manner as the Cash Account in the 
Ledger, as already explained. All Cash received is recorded on tfye 
left-hand side of the Cash Book, and all Cash payments on the right-hand 
side, the difference between the two totals representing Cash in hand. 

The student should regard this Book as a book of Original Entry, 
as entries relating to all Cash transactions are made direct into it, 
without passing through any other Subsidiary Book. It may also be 
noted that it is nothing else but a part of the Ledger, bound separately. 
The reason as to why Cash received is entered on the debit side is 
that Cash Account receives the benefit of the amount received. Simi¬ 
larly, when Cash is paid out, Cash Account gives the benefit of the 
amount, and is, therefore, credited with the same. 

The simplest form of Cash Book will have the same rulings as a 
Ledger Account, there being columns for the date, particulars, folio 
and the amount. Besides, there are two sides as above said, the left- 
hand side being used to record all Cash received and the right-hand 
side for all Cash paid. 

As the Cash Book is written in form of a Ledger Account, it takes 
the place of Cash Account, and it is not, therefore, necessary to open 
a separate Cash Account in the Ledger. 

The following example will indicate as to how this form of Cash 
Book is written up. 

Example 8 • 

Write the following transactions in the simplest farm of Cash Book: — 

1941 Ks. 


f Jan. 

5 

Received from J. Jones 



900 

M 

7 

Paid Smith & Co. 



200 

n 

10 

Paid Palia & Co. 



, 100 

/ $9 

12 

Received interest from C. Gupta 

on 

loan granted to him .. 

450 

0 99 

13 

Received from Cash Sales 



375 

n 

IS 

Purchased goods for Cash 

• • 


125 


16 

Received from W. Walker 

• « 


95 

99 

17 

Paid to S. Sen 6 Co. 

• • 


80 


20 

Remitted to Rao & Co. .. 



225 

n 

21 

Paid for Office Furniture 



300 

_ yt 

24 

Received from Kirk & Co. 



115 

<n 

27 

Paid to- Thomas & Co. 

• ■ 

.it 

140 

H 

29 

Paid for Salaries 

4 • 


165 

19 

30 

Paid for Advertisement 

• ■ 


35 

y»l 

31 

Drew for personal use 


• » ^ • 4 • • 

200 

f," 

31 

Paid Office Rent 

• * 

• • 

125 
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Dr. CASH BOOK Cr. 


Date. 

Particulars. 

JJ 

Aznt. 

Date. 

Particulars. 

% 

m 

Amt. 

1941 



Rs. 

1941 



Rs. 

Jan. 5 

To J. Jones 


900 

Jan. 7 

By Smith & Co. ... 


200 

12 

„ Interest A/c.... 


450 

„ 10 

„ Falia A Co. ... 


100 

.. 13 

„ Goods A/c. ... 


375 

15 

„ Goods A/c. 

\ 125 

.. 16 

„W. Walker ... 


95 

17 

„ S. Sen A Co. ... 

80 

„ 24 

„ Kirk A Co. ... 


115 

„ 20 

„ Rao A Co. 


225 





„ 21 

„ Office Furni- 








tare A/c. 


300 





27 

„ Thomas A Co. 

140 





„ 29 

„ Salaries A/o. ... 

; 165 





„ 30 

„ Advertisement 

1 






A/a. 

* 

35 





31 

„ Drawings A/c 

i 200 






„ Office Rent A/o. 

1 125 






„ Balance 

! 


« 




parried 







forward 

j 240 



Rs. 

1,935 



Rs. 

1,935 

Feb. 1 

To Balance b/fd. 


240 



! 


CASH DISCOUNT 


Thq item of Cash Discount usually occurs in settlement of trade 
debts, and it is necessary for the student to understand at this stage 
the exact meaning of this term, (pash Discount may be define as an 
allowance made by the receiver of Cash to the payer for prompt 
payment. J? 

V sell goods to B. Cama for Rs. 100/- on terms of 21 p.c. discount 
for payment within one month of delivery. The object of this allow¬ 
ance offered by me is to induce Cama to pay me promptly by taking 
advantage of the 2& p.c. concession in the way of discount. If he 
pays me within one month, he need pay only Rs. 97/8 in full settlement 
of his debt for Rs. 100/-, the difference of Rs. 2/8 being the Cash 
Discount allowed by me to him. The reason why I am prompted to 
make this allowance is that the Cash paid by him to me may enable 
me to pay my creditors who will in return make me a similar or even 
greater allowance for prompt payment! 

TRADE DISCOUNT ' 


Hie student, however, should not mix up Casbr Discount with Trade 
Discount CTrade Discount is. an. allowance made by wholesale dealers 
to retailers off the Catalogue or Invoice Price. This allowance is thus 
made between buyers and'sellers engaged in the same class of&aie. 
The object of Trade Discount ■beuig'SHowed by the wholesale dealer' 
to the retailer is to enable the latter to sell the goods at the price 
mentioned in the Catalogue or Price List issued by the wholesale trader. 
The Trade Discount w&uld enable the retailer to meet all the necessary 
business expenses and yet leave him a margin of profit. The amount 
of Trade Discount allowed varies considerably according to different 
trades and even on different articles in the same trade. 
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Cash Discount is thus an allowance in addition to Trade Discount 
made by the sailer to the purchaser, provided the latter settles his 
account promptly or within a specified time, known as toe u Period 
of Credit.” 

Cash Discount being an allowance for the prompt payment of the 
account may be either receivable or payable. It is received by the 
trader when he pays his account promptly or within the period of 
credit, end is allowed by him to his own customers in consideration 
of the prompt settlement of amounts due to him. In view of the fact 
that Cash Discount is always allowed or received when the payment 
is made, it is necessary to record this fact at the same place where 
the cash transaction is recorded. In order to enable this to be done, 
the Cash Book is usually provided with two additional columns, one 
on each side, the debit column being used for recording Discount allowed 
on receipt of Cash, and the credit column for recording Discount 
received at the time of payment. 

In the books of the wholesale dealer, Trade Discount is deducted 
from the Outward Invoice sent to the retailer, and the entry in the 
Sales Book is also made of the net amount, because the actual amount 
realisable by him is the Catalogue Price less the Trade Discount. Simi¬ 
larly, in the books of the retailer, the entry in the Purchases Book 
is made of the net amount, i.e. the amount for which he is liable. Thus, 
Trade Discount as a rule does not appear in the books either of the 
seller or of the purchaser. 

POSTING OF CASH BOOK 

It must always be remembered that the account which receive* 
the benefit is debited, and the account which yields the benefit is 
credited. This is why the Cash Receipts are recorded on the debit or 
left-hand side of the Cash Book and toe Cash Payments on the credit 
or right-hand side. On receipt of Cash, Cash Account receives* the 
benefit of the amount received, and is consequently debited. The 
account of the person from whom the Cash was received is credited, 
because that account has yielded toe benefit. Similarly, on Cash being 
paid, Cato Account yields the benefit of the amount and is, therefore, 
credited with the same. The account of the person who receives the 
Cato is debited, because that account has received toe benefit of the 
amount paid. 

It would thus be seen that the postings from the debit side of the 
Cash Book would be to the credit of the various accounts concerned, 
and the postings from the credit side of, toe Cash Book would be to 
the debit of the respective accounts. 

While posting the entries from the Receipts side of the Cash Book, 
care must be taken to post the actual Cato received as also the Dis¬ 
count, if any, allowed to the credit of the Personal Account concerned. 
Similarly, while posting the entries from the Payments side of the Cash 
Book, if any Discount is received from the Creditor, the account of the 
latter should be debited not only with the actual cash paid but also 
with toe Discount received from him. 

It must further be understood that as Discounts allowed by us to 
our customers represent a loss to us, the Discount column on the 
Receipts side of the Cato Book should be added up at periodical 
intervals and the total thus ascertained toould^be debited to the Dis~ 
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count Account in the Ledger. Similarly, as the Discounts received 
by us on payment of accounts represent our gain, Hie periodical total 
of the Discount column on the Payments side of the Cash Book must 
be credited to the Discount Account. 

The figures in the Folio Column would represent the pages in the 
Ledger on which the postings to the various accounts are made. 

BALANCING THE CASH BOOK 

The Cash Book is balanced in the same manner as a Ledger Account. 
To ascertain that the entries have been correctly made, this should 
be done daily, but the balance need not be entered in the Cash Book. 
If the entries have been correctly made, the Balance as shown by the 
Cash Book will agree with the actual cash in hand. 

As more Cash cannot be paid than received, the credit side of the 
Cash Book can never exceed the debit side. The Cash Balance, there¬ 
fore, (if any) must always be a Debit Balance and should be entered 
on the credit side, for the purpose of dosing the Cash Book. After 
closing the Cash Book, the Balance must again be shown on the debit 
side, as the Opening Balance of Cash in hand for the next period. 

The following illustration will serve to indicate how a Cash Book 
with Cash and Discount Columns is written up and how postings are 
made from Cash Book into the Ledger Accounts : — 

Example 9 

fYom the following transactions, compile a Cash Book with Cash and Dis¬ 
count columns, and post the same into the Ledger: — 


1941 





Rs. 

Jan. 

1 

Opening balance of Cash 




450 

>» 

3 

Received from C. Cooper 




380 

r 


and allowed him discount 




20 

»» 

5 

Received from B. Bamji 




290 



and allowed him discount 




10 

*• 

7 

Paid H. Hussein 




315 



and was allowed discount 




15- 


9 

Received Interest on Investments 




250 


10 

Paid L. Hosie 




200 


17 

Sold goods for Cash 




185 

»» 

20 

Received from C. Gama 




115 


21 

•Bought of S. Sethi for cash, goods 




85 

r 

23 

Paid for Office Furniture 




275 

>* 

28 

Paid to P. Pitale on account 




120 



who allowed us as discount 




10 

*• 

29 

Paid for Salaries 




190 


30 

Paid for Advertisement 




45 


(For Cash Book see p. 39.) 


Dr. 


Dr. 


..C. COOPER Cr. 


! Rs. a. Ip. 

1941 | 

1 

i r*. 

I 

Jan. 3 By Cash ...i 

I 380 

! 4 • ; 

„ „ „ Discount ...| 

! 20 


B. BAMJI 


Cr. 


Rs. 


I ! 

ia.jp. 


1941 
[Jan. 5 


■e « 


By Cash 
V Discount 


Rs. 

290 

10 


* 0 ; 0 
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tHS CASH BOOH 

CASH BOOK WITH CASH A DISCOUNT COLUMNS 


Particulars. 


! 

■*»' 

a 

l 

! 

Cash. 

Date. | 

Particulars. 

[ 

L.F. 

s 



i 

1 

i 

1 


H 


Jan. 1 i To Balance 

„ 3 ; „ C. Cooper 

i (Reed, from 
him ona/o.).... 

„ 5 ; „ B. Bamji 

(Rood, from 
him ona/o.) ... 

„ 9 j „ Interest A/c. 

I (Being 
< Interest on 
; Investments 
I for 6 months 
j ending 31st 
Deo. 1940) ... 

„ 17 „ Goods A/c. 

I (Being Gash 
Sales) 

„ 20 „ C. Gama 

(Reod. from 
him on a/c.) ... 


IBs.! Rs. I 1941 
! | 450 JJan. 7 


20 ! 380 „ 10 
10 ! 290 .. 21 


28 
» 29 
30 


By H. Hussein 
(Paid him on , 
account) 

„ L. Hosie 
(Being amount., 
paid on a/o.)... 
Goods A/c. 
(Cash pur¬ 
chases) 

„ OlEoe Furni¬ 
ture A/c. 
(Furniture 
purchased for 
cashf 

„ P. Pitale 
(Paid him 
ona/o.) 

„ Salaries A/c. 
(Salaries paid 
to BtafFforDec.) 

„ Advertisement 
A/c * 

(BiUof " TimeH 
of India” paid 
for Dec.) 

„ Balancecarried 
forward 


IBM. Rs. 


1941 
Feb. 1 


To Balance 
brought 
forward 


Rs. 30 1,670 


Rs. ; 25 1,670 


C. GAMA 


1 t 

Rs. a.p. 

1§41 


1 

j Rs. 

; a > 

1 t 

• i 

* 

Ian. 20 By Cash 

i 

115 

0 0 

Dr. 

H. HUSSEIN 



Cr. 

1941 • 

Jan. 7 To Cash 

Discount 

' ! i 

i Rs. a.>p. 
315 OjO 
15 0 > 0 

• 1 

1 

1 

Rs. 

;»• p. 

i 

i 

Dr. 

L. HOSIE 


* 

Cr. 
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'■ 1 i 1 


■ 


i Ra. i«. jp. 

1941 


Ra. ja. p. 

i ' i; 

Jan. 9 

By Cash 

250 Id 0 


SALARIES ACCOUNT 



1941 ■ 

1 

' Ra. a. L. 

i i 

1 

1941 | 

■ Ra. Sa. p. 

i 1 

Jan. 21 1 To Cash 

o 

o 

8 

Jan. 17 By Cash ... ! 

1 185 |0 0 

Dr. 

DISCOUNT ACCOUNT 

Cr. 

1941 ’ | 

i i 

1 Ra. a. |p. 

1 r 

1941 J | 

. 1 1 
i 1 

| Ra. a.;p. 

I ! 

Jan. 31 To Sundries ...; 

30 Oiofjan. 31 '• By Sundries ... 

1 25 0 


SUMMARY 

(1) As Cash transactions are numerous, they are recorded in 
a separate book called the Cash Book. 

(2) The Cash Book is written in the same manner as the Cash 
Account. 

(3) As the Cash Book represents Cash Account, and as Cash is 
an asset, all receipts are debited and all payments credited. 

(4) From the debit side of the Cash Book, fdl items are posted 
to the credit of the accounts concerned. 

(5) From the credit side of the Cash Book, the items are posted 
to the debit of the accounts concerned. 

(6) The total of the Discount Column on the debit side of the Cash 
Book is posted to the debit of Discount Account, as it means a loss to 
the business. 

(7) The total of the Discount Column on the credit side of the 

Cash Book is credited to Discount Account, as it means ~a. gain to the 
business. * 
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♦ * * 

(8) Trade Discount is avowed by one trader to another and is 

a deduction from the Invoice amount. As the • eritries by toe seller 
in toe Sales Book and by toe buyer in toe Purchases Book are made 
with toe net Invoice Amount, Trade Discount does not appear in toe 
Ledger. 1 * 

(9) Cash Discount always accompanies payment of Cash. The 
person receiving Cash allows discount, and toe person paying Cash 
receives discount. As discount received isa gain and discount allowed 
is a loss, it is necessary to bring these items into record. 

(10) Cash Discount is always recorded in toe Discount Columns 
opened in the Cash Book. 

(11) While posting Cash received to the credit of the payer, the dis¬ 
count allowed to him should also be credited to his account. 

(12) When posting toe Cash paid to the debit of the receiver, the 
discount received from him should also be debited to his account. 

(13) The Cash Columns of the Cash Book in themselves represent 

the Cash Account, and it is not, therefore, necessary to open another 
Cash Account in the Ledger. , 


QUESTIONS ON CHAPTER V 


1. Distinguish between Cash Discount and Trade Discount. 

2. Explain how Cash Discount is entered in the Cash Book. 

3. To what class of Accounts does Discount Account belong ? 

4. How is the Cash Book balanced at periodical intervals ? 

5. How are entries in toe Cash Book posted ? 

6. What Balance should a Cash Book always show ? 

7. Trade Discount, as a rule, does not appear in toe books of either 

the buyer or the seller. Discuss toe statement. , 

8. . While balancing toe Cash Book, what procedure should be 
adopted so far as Discount Columns are concerned ? 

9. What advantage is secured by entering toe Cash transactions 
through the Cash Book instead of the Journal 9 


10. Explain why it is not necessary to open a Cash Account in toe 
Ledger. x 

EXERCISE^l/ 

From the following transactions, write out the necessary subsidiary Books 
and post them in the Ledger:— * 

1941 • Rs. 

B. Basu commenced business with Cash 
Bought goods from J. Jones 
Sold goods to C. Chari & Co. 

Sold goods to R. Richards 
Sold goods for cash 
Purchased goods for cash 
Purchased goods an credit from S. Smith 
Bought Office Furniture from Roberts & Co. on credit 
Paid Roberts & Co. on account .. * .. 

Received from C. Chari 6 Co. cash Rs. 730 and-allowed 
them discount Rfe. 20 

R. Richards paid Rs. 900 and was allowed discount 
Paid Jf Jones on account .. 

Paid S. Smith on account 

Sold goods to D. David .. 450 

Bought goods from N. Nanavati .«• 1,700 


Jan. 

15 

9* 

20 

99 

22 

49 

25 

99 

25 

99 

27 

99 

30 

99 

31 

Feb. 

7 

») 

8 

ft 

10 

9* 

12 

99 

15 

n 

20 

. 99 

22 


2,000 

1,000 

750 

975 

200 

325 

1.200 

800 

400 


75 

500 
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1941 

Feb. 25 
„ 28 
« 28 
„ 28 
Mar. 1 


3 

4 
6 
8 

10 

12 

15 

17 

18 

19 

20 
21 
25 

27 

28 
31 
31 
31 
31 
31 
31 


Sold goods to S. Narayan 
Purchased goods be am Green A Co. 

Paid Office Rent—January 
Paid Staff Salaries—January 
D. David returned goods 
and paid Cash Rs. 190 and was allowed discount 
S. Narayan returned goods 
Returned goods to Green & Co. 

Returned goods to N. Nanavati .. 

Made Cash Sales 

S. Narayan paid cash Rs. 110 and was allowed discount 

Received Cash from D. David on account 

Paid N. Nanavati Rs. 1,000 and was allowed discount 

Paid Green & Co. Rs. 188 and was allowed discount 

Returned goods to J. Jones 

Paid S. Smith Rs. 300 and was allowed discount .. 

Paid J. Jones Rs. 185 and was allowed discount 
Bought from W. White, goods .. 

Sold goods to Red & Co. 

Paid for Advertising 

Paid Office Rent—February 

Paid Staff Salaries—February 

Received for Cash Sales .. . 4 

Paid for Cash Purchases 

Paid Roberts & Co. in full settlement 

Returned to W. White, goods 

Red & Co. returned us goods 

EXERCISE 


Rs. 

395 

485 

200 

400 

50 

10 

45 

85 

300 

1,250 

10 

75 

50 

12 

100 

20 

15 

575 

600 

125 

200 

400 

700 

500 

400 

75 

150 


Journalise all the above transactions and post the same to the Ledger Accounts. 


CHAPTER VI 
BANKING 

When a trader has at his disposal'an amount greatly in excess of 
his immediate requirements, he lodges the same with a banker. He 
opens an account with the banker with a certain sum, and is at liberty 
to add thereto or withdraw therefrom amounts from time to time, as 
the occasion may require. The cash so deposited with the banker is 
said to be on Current Account. 

BANK CURRENT ACCOUNT 

A Bank Current Account may thus be defined as a running account 
between a banker and a customer. On a current account being opened, 
there arises an implied undertaking that the banker will honour cheques 
drawn against him by his customer as long as there are sufficient funds 
to the customer's credit,-and that he will not jay away any part of the 
moneys against the wishes of the customer. 

A Current Account is usually opened on a customer being intro¬ 
duced to the banker and, the former paying an amount in the bank 
to the credit of his account. The customer is made to put his specimen 
signature in the Signature Book or on loose slips at the Bank, and is 
then supplied with a. paying-in-book and a cheque book. A Paying- 
in-book is a book which contains slips with counterfoils to be uses! by 
a customer when paying in money, notes, .cheques, etc., to the credit 
of his current account, (See Form on Page 44.) 


TRANSACTIONS 
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The advantages of opening a Current Account with a Banker are :— 

(a) The money remains with the Bank in safe custody. 

(b) Hie banker collects for his customers the amounts of all 
•cheques, hills of exchange, etc. paid in. 

(c) If desired, the banker takes charge of the customer's securities, 
collects periodical dividends and interest thereon, and credits the same 
in the current account of the customer. 

(d) The banker allows a certain rate of interest on the Cash placed 
in his keeping; and 

(e> The payments by the merchant to his creditors are greatly 
facilitated, as these would be made by means of Cheques, i.e. orders 
on the banker. 

(0 Under certain circumstances, the banker renders financial help 
to his customer by allowing him to overdraw his current account. 

CHEQUES 

On a trader wishing to discharge a debt, he signs a written order 
on his Banker, authorizing him to pay a certain sum of money as men¬ 
tioned therein to his creditor. This order is termed a Cheque. 

( A Cheque may be defined as an order addressed by a customer 
to his banker to pay on demand a stated sum of money to or to the 
order of a specified person or to bearer. Cheques are usually drawn 
, on printed forms made up into books and are supplied by the banker 
to his customers, as required. (See Form on Page 44.) 

There are three parties to a cheque: — 

(1) The Drawee, i.e. the Bank on whom the cheque is drawn. 

(2) The Drawer, i.e. the person who signs the order to the Bank. 

(3) The Payee, i.e. the person in whose favour the cheque is made 
payable. 

Before a banker honours a cheque, he must satisfy himself that 
the cheque is in order. He must verify the signature of the drawer, 
see that the amount in words corresponds with the figures, and that 
there has been no material alteration of the cheque. He must also 
see that the cheque is properly endorsed and that his customer (fixe 
drawer) has sufficient funds in his current account out of which the 
cheque is to be paid. All material alterations on the cheque must be _ 

initialled by the drawer. 

** • 

Cheques are either payable to Bearer or to Order. A bearer 
cheque can be cashed at the bank by~any" person who'holds the same. 
When a cheque is drawn payable to order, the person named in the 
cheque must sign his name on the bade of the document before parting 
with such cheque. In this case, the cheque is said to be endorsed, 
and the signature on the back of the cheque is called an endorsement. 
This makes the cheque negotiable, which ipeans that the"holder can, 
transfer the cheque to seme other person who acquires the right to 
be paid by the Bank the stun stated upon it. After endorsement, the 
holder of the cheque must present it to the bankers on whom it is 
drawn, who, if they have funds belonging to the person who originally' 
drew the cheque, and are otherwise satisfied as to its validity, pay to 
the person presenting the cheque the amount mqqpd therein. 



FORM OF A CHEQUE 



Cashier ... Entd. . Cashier ... Folio ...... hedger-keeper. 
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It Is usual, however, for the holder of a cheque to pay tn'the same 
to his own account with his Bankers. The Bankers then would collect 
the proceeds of the cheque from the Bankers on whom it Is drawn, 
and credit the amount to the account of their customer. > 

CROSSING A CHEQUE 

When a cheque is to be sent through the post, it is desirable to 
draw across it two parallel lines with or without the words “ & Co.” 
between the lines. This is called crossing the cheque. The effect of 
such crossing is that the payee, Le. the person to whom it has been 
made payable, cannot receive cash in exchange for it upon presentation 
at the Bank, hut must pay the same into his own Bank Account. If 
the payee has no Banking account, he must get a person possessing 
a Bank Account to cash that cheque for him. The object of crossing 
cheques is to prevent their falling into wrong liands and their being 
cashed by persons for whom they are not intended. 

The following are examples of the various ways of crossing 
Cheques:— * 

GENERAL CROSSINGS 



SPECIAL CROSSINGS 



Examples Nos. 1, 2 and 3 are specimens of General Crossings and 
.Nos. 4, 5 and 6 are specimens of Special Crossings. When a cheque 
is specially crossed, only the special Bank named therein can receive 
payment. Where the words “ Not Negotiable ” are part of the crossing, 
such words do not destroy the negotiability of the cheque, and the 
cheque can still be transferred by endorsement and delivery. The 
•effect of such crossing would be mat the pemen taking a'cheque so 
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crossed cfoes not acquire a better title to it than the previous holder. 
Thus, if X stole a cheque crossed “Not Negotiable" from Y and 
endorsed it on to Z, X can only give to Z as good a tide to the cheque 
as Jhe himself had, which is no title at all. 

The receipt and payment of money by means of cheques has 
obviated the necessity of the transfer of specie. The trader now 
need no longer keep on hand large sums of money in hard cash with 
all the attendant risks of theft or defalcations. By opening a Current 
Account with a banker and by the use of cheques, he may Carry out 
all his monetary transactions without handling any actual cash what¬ 
ever. Besides, cheques always present a better evidence of payment 
than cash, and the Banker’s record of the moneys deposited by the 
trader and the withdrawals therefrom, is always available to the trader, 
and this helps the lattpr considerably in checking his own Bank tran¬ 
sactions. The student would thus see to what considerable extent 
modem Banking practice offers facilities to businessmen in conducting 
their cash transactions. 

DISHONOUR OF CHEQUES 

4 When a person draws a cheque in excess of the amount deposited 
by him with his banker on current account, without previously arrang¬ 
ing for a,n overdraft, the banker will ordinarily refuse payment and the 
cheque would be said to be dishonoured. The cheque would be returned 
to the payee yrith a slip indicating the reason for such refusal in any 
one of the following ways : — 

R/D — Refer to Drawer 
N/S Not sufficient funds 
I/F — Insufficient funds 
N/A = No assets 
N/E = No effects 

The payment of a cheque is sometimes refused and the cheque is 
returned by the bankers for other reasons indicated on a slip as under : — 

“ Effects not cleared ” — The proceeds of cheques or bills paid in 
by the drawer have not been collected and credited to the drawer’s 
account. 

“ Payment stopped ” = Notice to stop payment having been received 
from the drawer. 

“ Endorsement irregular ” — The endorsement by the payee on die 
back of the .cheque not having been properly made. 

BANKER'S DRAFT 

A Banker’s Draft is a cheque drawn by one banker upon another, 
and payable on demand. 

RECORD OF BANK TRANSACTIONS 

When cheques are received from customers, they are to be treated 
as Cash. The reason is that such cheques do not affect the trader’s 
Banking Account untib he pays them into it. In the same manner, all 
documents payable on demand such as Bank Drafts, Postal Orders, 
etc. go to Cash Account. In fact, everything, that comes into the cash 
box or goes out of the feash bo£ goes to the Cash Account. 
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In the books of the trader, the Bank Account will be debited with 
the amounts paid into the Bank, and will be credited with the amounts 
drawn out of the Bank by means of cheques. In other words, the Bank 
Account is treated just like the Cash Account, ie. it is debited with 
the receipts and credited with payments. 

Ordinarily, the Bank Account in a trader’s books will show a debit 
balance and would represent the trader’s cash lying with the Banker 
on Current Account. Should a trader, however, draw out more money 
than he has lodged in the bank, the balance will then be a Credit 
Balance , and will mean an Overdraft. 

The method of recording Bank transactions in a Cash Book with 
Cash and Discount Columns is illustrated by the following example. 


Example 10 

1941 

(1) Jan. 1 C. Peter commences business with Rs. 20,000j- in cash. 

(2) „ 3 He payfe Rs. 19,000]- into Bank Current Account. 

(3) „ 4 He receives cheque for Rs. 600|- from K. Sen & Co. on account. 

(4) „ 7 He pays into Bank K. Sen & Co.’s cheque, for Rs. GOO]-. 

(5) „ 10 He pays Rao & Co. by cheque Rs. 330]- and is allowed discount 

Rs. 20]-. 

(6) „ 12 Thompson & Co. pay into his Bank Account Rs. 475]-. 

(7) „ 15 He receives cheque for Rs. 450;- from W. White and allows him 

discount Rs. 35I-. 

(8) „ 20 He receives cash Rs. 75|- and cheque Rs. 100]- for cash sales. 

(9) „ 25 He pays into Bank Rs. 1,000|-. 

(10) „ 27 He pays by cheque for cash purchases Ra. 275] •*. 

(11) „ 30 He pays Sundry Expenses in cash Rs. 50]-. 

(12) „ 30 He pays John & Co. Rs. 375]- in cash and is allowed discount 

— Rs. 35]—« , 

(13) „ 31 He pays Office Rent by cheque Rs. 200]-. 

(14) „ 31 He pays Staff Salaries by cheque Rs. 300]-. 

(15) „ 31 He draws by cheque for personal use Rs. 250;-. 

(16) „ 31 He draw’s a cheque for office use Rs. 400]-. 

(17) „ 31 He pays cash for Stationery Rs. 25|-. 

(18) „ 31 lie purchases Goods for Cash Rs. 125|-. 

(19) „ 31 He pays J. Thacker by cheque for Commission Rs. 300]-. 

(20) „ 31 He gives cheque to Roberts & Co. for cash purchases of office 

furniture Rs. 1,5751 -, 

(21) „ 31 He receives cheque for Commission Rs. 500]- from Raju & Co. 

and pays the same into Bank. 

(22) „ 31 He receives cheque from K. Cooper k Co. for Rs. 450]-. 

Write out the above transactions in a Cash Bodk with Cash and Discount 

Columns. (For Cash Book, see pp. 48-49.) 

The Bank Account when posted will appear in the Ledger as under 

Dr. BANK ACCOUNT Cr. 
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CASH BOOK WITHOUT 




Particulars 


* 


.s* .1 £ 

jjjjS| & | Discount i Gash 

&*, S> I 1 

* * TB I 


3*141 

Jan. 1 To Capital Account 

(Amount brought in by C. Peter) 

„ 4 „ K. Sen As Cn.'e Account 

(Cheque received on Account) 

„ 30 „ Bank Account 

(contra Entry for payment to Rao & Co. 
by cheque) 

„ 12 „ Thompson As Co.'a Account 

(Amount received on Account) 

„ 15 „ IK. White 1 a Account 

1 (Cheque received on Account) 

„ 20 „ Qooda Account 

(Received for Cash Sales) 

„ 11 „ Bank Account 

(oqntra Entry for payment oi cash 
purchases by cheque) 

„ # J1 „ Bank Account 

(contra Entry for payment of Rent 
by oheque) 

„ „ „ Bank Account 

(contra Entry for payment of Salaries 
by cheque) 

„ „ „ Bank Account 

(contra Entry for personal drawings 
by cheque) 


Feb. 1 


Bunk Account 

(Cash withdrawn for office use) 

Bank Account 

(contra Entry for payment by cheque, of 
commission to J. Thacker) 


„ Bank Account 

(contra Entry for payment by oheque 
to J. Roberts A Co.) 

„ Commission Account 

(Cheque received for commission from 
Raju A Co.) 

„ K. Cooper Ai Co'» Account 
(Cheque received on Account) 


Rs. 


(To Balance brought down 
o* 


i .3 I 


i 


Rs. 


a. 

p. 

Rs. j 

a. 


! 

20,000 

0 



i 

600 

0 


i ' 
i . 1 


330 010 


475 0 0 


35 


0 1 0 450 0 0 


175 0 


275 1 0 10 


200 0 0 


i 


i 


1 1 
. I i 
i i 

1 

I I 


35 [0 


I I 


300 0 0 


250'0 0 


400 0 0 


300 0 0 


i i 

1,575 0 0 


500 0 0 


450 




0 10 


00 


900>0i0 
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Date 


Particular* 

S' 

1 

> 

Ledger Folio 

Discount 


1941 
Jaa. 3 

ByAmtilwuiit ... 

(Amount paid into Bank) 



Be. 

A 

p. 

Rs. 

19,000 

A 

o 

p. 

0 

ft 

7 

99 

Bank Account 

(K. den £ cheque paid into Bank) 






600 

0 

0 

» 

10 

99 

Jtao At Co.’e Account 
(Payment on account by cheque) 


• 

20 

0 

0 

330 

0 

0 

•» 

12 

99 

Bonk Account 

(Amount patd by Thompson A Co., into 
our Bank Account) 






475 

0 

0 

O 

25 

99 

Bank Account 
(Amount paid into Bank) 



• 



1,000 

0 


H 

27 

99 

Goods Account 

(Cheque paid for cash purchases) 






275 

0 

0 

H 

30 

99 

Sundry Expenses Account 
(Cash payment of Sundry Expenses for 
the month of..) 




• 


50 

0 

0 

H 

tf 

>t 

John At Co.'s Account 
(Payment on aooount by cash) 



35 

0 

0 

375 

0 

9 

» 

31 

9* 

Rent Account .. 

(Payment of Office Bant for the month 
of... ..by cheque) 






200 

0 

• 

0 

» 

99 

99 

Salaries Account 

(Salaries paid to staff by cheque) 






300 

0 

0 

»l 

99 

n 

Drawings Account 
(Drawn for personal use by cheque) 






250 

0 

0 

M 

« 

99 

Printing At Stationery Account 
(Paid for Stationery as per Cash Memo 
Ko«».m. .......) 






25 

0 

0 

0* 

•# 

99 

Goods Account *... 

(For goods purchased for Cash) 


• 




125 

0 

0 

» 

ft 

99 

Commiseion Account 

(Commission paid to J. Thacker by cheque) 






300 

0 

0 

ft 

ft 

99 

‘Furniture Aooount 

(Paid J Roberts A Co. their Bill for office 
furniture by cheque) 






1,575 

0 

0 

ft 

ft 

99 

Bank Account 

(Cheque from Baja A On. banked) 

• 





500 

0 

0 

ft 

» 

99 

Balance oanied down- ... 






900 

0 

0 




Be. 


• 

55 


0 

26280 

<T 

0 






>• 
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EXPLANATION OF THE ABOVE ENTRIES 

(1) From the above example it would be seen that Rs. 20,000/- 
as originally brought in by C. Peter are entered on the receipts side 
in the Cash Column. As C. Peter has brought in this amount, his 
Capital Account will be credited in the Ledger with the same. 

(2) As Rs. 19,000/- have been paid into the Bank, the amount 
is shown in the Cash Column on the payments side, and as the Bank 
has received the money, the Bank Account will be debited in the 
Ledger. 

(3) The cheque received is entered on the receipts side of the 
Cash Book and will form part of the cash balance in hand as it is not 
banked on the day it was received. 

(4) As cash is paid out, and the Bank receives the same, the 
record of this transacfcion will need a debit to Bank Account and credit 
to Cash Account. This is given effect to by making an entry for the 
amount on the payments side of the Cash Book from where the Bank 
Account will be debited, the corresponding credit to cash being auto¬ 
matically given by this amount having been entered on the payments 
side of the Cash Book. 

(5) In this case, as the payment is made by cheque and the 
Bankers will pay Cash for the same, Hao & Co.'s Account will have 
to be debited and Bank Account credited. This is brought about by 
showing the amount on the receipts side of the Cash Book as being 
received from the Bank and then again entering it on the payments 
side as paid to Rao & Co. From the receipts side, the Bank Account 
will be credited, and from the payments side Rao & Co.'s Account will 
be debited. 

(6) As the amount has been paid into our Bank Account direct 
by Thompson & Co., the entry for this will be to debit the Bank Account 
and credit Thompson & Co.’s Account. This is brought about by show¬ 
ing the amount as received from Thompson & Co. on the debit side 
of the Cash Book, and as paid into the Bank on the credit side of the 
Cash Book on the same day. Thompson & Co. will thus get the credit 
from the receipts side, and the Bank Account the debit from the pay¬ 
ments side of the Cash Book. The Cash Balance is not affected as the 
amount appears on both the sides of the Cash Book. 

(7) The cheque received is entered in the Cash Column as it has 
gone in the Cash Box. 

(8) Here, both cash and cheque received are entered in the Cash 
Column. 

(9) As Cash is paid out and the Bank has received it, the record 
erf this transaction wojild meed a debit to Bank Account mid credit 
to Cash Account. This is brought about by making an entry of the 
amount on the payments side from where the Bank Account will be 
debited. The credit to Cash Account is automatically given by the 
amount being entered on the credit in the Cash Column. 

(10) Here again, as the payment is made by cheque, the amount 
will have to be shown on the receipts side as having been received 
from the Bank and also entered on the payments side as a payment 
made by the trader. The Bank Account will be credited from the 
receipts side and the,Goods Account Will be debited from the pay- 
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meets side. The Cash Balance is not affected as the amount appears 
on both the aides of the Cash Book. This is quite in keeping with 
the fact, as the payment is made by cheque and die Cash Box Balance 
is not affected thereby. 

(11) Sundry Expenses Account will be debited from the payments 
side of the Cash Book. 

(12) John & Co.’s Account will be debited with Cash and Discount 

(13) As the payment is made by cheque, it will be necessary to 
pass an entry on both the sides of the Cash Bock—-on the receipts side 
to show that the amount has been received from the Bank and on 
the payments side to indicate that Office Rent has been paid. It is of 
the same nature as Transaction No. 10. 

(14) Same as above. 

(15) Same as above. The withdrawals by the proprietor of the 
business for his personal use, instead of being debited to his Capital 
Account in the first instance, are debited to a separate Account called 
“Drawings Account”, and the debit total of this latter Account is 
transferred to the debit of the Capital Account at the end of the financial 
period. The advantage is that all the details as to the withdrawals 
may be seen at a glance by a reference to the Drawings Account, 
whereas the total amount withdrawn during any period may be seen 
by a glance at the Capital Account. As these withdrawals go to reduce 
the Capital as originally contributed, it is natural that they should be 
set off against the Capital amount which appears on the credit side. 

(16) In this case, the amount will be entered on the receipts side 
of the Cash Book with the words “ To Bank Account,” and from here, 
the Bank Account will be credited. Thus, as Cash is received, Cash 
Account is debited m the Cash Column and as the Bank has paid the 
same, the Bank Account is credited. 

(17) Printing and Stationery Account will get the debit from the 
payments side of the Cash Book. 

(18) Goods Account will be debited from the credit side of the 
Cash Book. 

(19) As the payment is made by cheque, it is necessary to pass 
an entry on both the sides of the Cash Book,—on the receipts side to 
show that the amount has been received from, the Bank, said on the 
payments side to indicate that commission has been paid. 

(20) Same as above, except that the Furniture Account will get 

the debit ip this case. . 

(21) The amount appears as received on the debit side of the Cash 
Book man where it will be posted to the credit of the Commission 
Account, and as paid into Bank on the payments side of the Cash Book 
from where it will be posted to the debit of the Bank Account. The 
Bank Account will thus get the debit and the Commission Account the 
credit, and as this entry appears on both the sides of the Cask Book 
on the same day, the eash balance is not affected at all. 

(22) The cheque is shown as received on the receipts side and 
will form part of the Cadi Balance as it has notlteen banked. 
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Example 11 

Dr. 



Jan, 1 To Capital Account 

(Amount brought in by C. 
Feter) 

„ 3 tt Cash Account 

(Amount received by Bank) 

„ 4 „ K. 8m A Co’s Account 

(Cheque received on account) 

„ 7 n Cash Account 

(Cheque received by Bank) 

M 12 „ Thompson A Co.’s Account 

(Amount received by Bank 
from Thompson A Co.) 

„ 15 n W. White's Account 

(Chbque received on account) 

„ 20 „ Goods Account 

(Received for Cash Sales) 

„ 25 n Cash Account 

(Amount received by Bank) 

* 

, 31 „ Bank Account 

(Cash received from Bank for 
Offioe use) 

■ » n Commission Account 

(Cheque received for Com¬ 
mission from Raju & Co. 
banked the same day) 

m » „ K. Cooper A Co.’s Account 

(Cheque received on account) 


CASH BOOK WITH 


Discount Cash Bank 


CWh. 1 | To Balance b/d. 















Date 


Particular* 


Discount 


Cash 


Bank 


Date 

Particular* 

1 i 

1 

0 

> 

& 

J 

Discount 

flash 

Bank 

»• 

1941 




Rs. 

A 

P- 

Rs. 

a 

• 

p 

Rs. 

k| 

Jan, 3 

By Bank Account 

(Amount paid into Bank) 


C 




19,000 

0 

0 



„ 7 

„ Bank Account 
(Cheque paid into Bank) 


0 






1 



.. io 

„ Rao A Co.’s Acoount 
(Payment on account by 
cheque) 

• 








330 

i 

» 25 

„ Bank Account 
(Amount paid into Bank) 


0 



» 

M00 

a 




27 

„ Goods Account 

(Paid by cheque for Cash 
purchases) 









275 

1 

„ 30 

„ Sundry Expenses Account 
(Paid cash for Sundry Ex¬ 
penses for the month 
of.) 


' 




50 

• 




A 

» »> 

„ 31 

„ John <fe Co.'s Account ... 

(Paid cash to John A Co. on 
account) 

„ Rent Account 
(Payment cf Office Rent for the 
mouth of..by cheque) 



35 



375 


0 

■ 

0 

•» W 

„ Salaries Account 
(Cheque drawn for staff salaries) 


- 









W M 

„ Drawings Account 
(Drawn for personal use by 
cheque) 









250 

n 

n 

„ Cash Account 
(Cheque drawn for office use) 


C 

• 









»a » 

„ Printing and Stationery Account 
(Paid for stationery as per cash 
memo) 



• 



25 






„ Goods Account 
(Purchases made for Cash) 


• 




125 

I 




w w 

„ Commission Account 
(Commission paid to J. 
Thacker by cheque) 






• 



■ 

0 

if 99 

„ Furniture Account 
(Cheque paid to J. Roberts A 
Co. as per their Bill for office 
furniture) 



s 






1,575 


Feb. 1 

„ Balance c/d. 








0 

17,945 

U 


Feb. 1 


„ Balance c/d. 
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CASH BOOK WITH CASH AND BANK COLUMNS 

The student must have seen from the above, that when there is 
a Bank Account and the Bank transactions are entered through a Cash 
Book with Cash and Discount Columns only, every time that a pay¬ 
ment is made by cheque, four distinct steps have to be taken to record 
the fact. Two entries have to be made in the Cash Book, viz. one on 
the receipts side to record the fact of the amount being received from 
the Bank, and the other on the payments side to record the fact that 
the payment has been made on some account. Then, again, both these 
entries will have to be posted, viz. one to the credit of the Bank Account 
and the other to the debit of the Account in respect of which the payment 
is made. 

It is easy to understand that in a business where there is a Bank 
Account, all important payments will necessarily be made by means 
of cheques, and if in re&pect of every such payment four steps have to 
be taken to record the same, as above explained, the Account-keeping 
would be rendered highly cumbersome. It is to avoid this unnecessary 
labour that in modern Book-keeping the Cash Book is so devised as 
to have not only Cash and Discount Columns but also a Bank Column 
on either side. The use of such a Cash Book at once obviates the 
necessity of opening a Bank Account in the Ledger and posting thereto 
all the transactions with the Bank, inasmuch as the Bank Columns, in 
this case, would serve the purpose of a Bank Account in the Ledger. 

The same transactions as were given in the previous Example are 
now here reproduced and are entered through a Cash Book with 
Discount, Cash and Bank Columns on pages 52-53. A comparative 
study of this with the previous Example will help the student to clearly 
understand how an enormous amount of unnecessary labour is saved 
by the use of this form of Cash Book. 

The chief advantage of a Cash Book possessing Bank Columns is 
that every time a cheque is drawn, the entry is made direct into the 
Bank Column on the credit side of the Cash Book, and it will only then 
be necessary to post the amount to the debit of the account in respect 
of which the. payment is made. There is no further entry needed on 
the receipts side of the Cash Book in this case, and consequently no 
further posting. Another equally important advantage is that there 
is no need to open a Bank Account in the Ledger, as the Bank Columns 
in themselves represent the debit and credit sides of the Bank Account. 
Whenever it is desired to ascertain what Bank Balance there is on 
any particular date, all that is necessary to do is to take the totals of 
the Bank Columns on the debit and credit sides of the Cash Book. The 
amount by which the debit total is heavier than the credit represents the 
Balance with the Bankers. 

THE POINTS TO BE NGgTED ARE— r 

Whenever an amount is paid into the Bank from the office cash 
box, the same must be credited to Cadi Account in the Cash Column 
to record the fact of cash having gone out The correspdnding debit 
to Bank Account for the payment into the Bank would be given by 
entering the amount in jthe Bank Column on the debit side of the Cash 
Book, as this column represents the debit side of the Bank Account. 
As no posting is necessary in respect of this transaction, the letter 
C is entered in the F<4ip Column against th|? entry on each side of 
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the Cash Book to indicate thatthecontra effect of, this transaction is 
recorded on theopposite side. 

It needs to be carefully noted, however, that when an amount 
(either in «»»h or in cheque), is banked on the day it is received, the 
cash columns need not be touched at all, and the entry can be made 
straight in the Bank Column on the receipts side. This is natural as 
our cash box balance is in no way affected. 

When Cash is withdrawn from the Bank by a cheque for Office 
use, two entries would be needed to record this fact. The credit to 
Bank Account is given by entering the amount in the Credit Bank 
Column, and the debit of Cash Account is effected by an entry in 
the Debit Cash Column. No posting in the Ledger is needed for this 
transaction, and the letter C is, therefore, marked in the Folio Column 
against this entry on either side of the Cash Book. 

CASH BOOK WITH BANK COLUMNS ONLY 

A common practice in modern business is to pay all cash received 
into the Bank, and to make all payments by cheques. In a business 
of any magnitude, this method has been found to be safer and more 
expedient. 

Where this is the case, it is not necessary to have Cash Columns 
at all in the Cash Book. The Cash Book then need only have Bank 
and Discount columns on either side. 

When cash is received, the date and particulars are entered in their 
appropriate columns, and the amount is entered in the Bank column 
on the receipts side. As each amount received is paid into the Bank, 
the Bank Account naturally gets the debit by the amount being 
placed in the debit Bank, column. The only other thing necessary to 
complete the double-entry is to post the amounts to the credit of the 
accounts from which the moneys are received. * 

When payments are made, the date and particulars are entered in 
their appropriate columns, and the amounts are entered in the Bank 
column on the payments side. Since' all payments are made by cheques, 
the Bank Account needs to be credited with these amounts, and this 
is brought about by entering them in the Bank column on the credit. 
The double-entry of the payments side of the Cash Book would then 
be completed by posting each amount to the debit of the account 
concerned. 

As to the Discount columns, these would be entered up and posted 
in just the same manner as explained in the previous Chapter. 

The Cash Book, in this case, becomes purely a Bank Cash Book 
containing only the payments into the Bank and die withdrawals there¬ 
from by means of cheques. No Bank Acoount would then be opened 
in the Ledger as the Bank columns will take the place of the Bank 
Account. 

Where such a system is in use, a Cash-Book as shown in the fol¬ 
lowing example will be found to meet all the requirements. 

Many traders, however, would not bank all their cash receipts, 
and would not make all their payments by cheques. Such a circum¬ 
stance would call for a more elaborate ruling of the Cash Book with 
Discount, Cash and Bank columns on either side. The Cash Book 
would then combine in itself a Cash Account and a Bank Account, ami 
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the working of this form of Book' has already been explained in 
Example No. 11 on pages 52-53. 

Example 12 

Compile a Cash Book with Discount and Bank'Columns only from the fol¬ 
lowing transactions, assuming that all receipts are banked forthwith and all pay¬ 
ments are made by cheques:— 


1041 






Rs. 

Jan. 

10 

Opened Bank Account with 





10,000 

99 

12 

Made Cash purchases of goods 

• • 



• 

• • 

woo 

99 

15 

Sold goods foe Cash 

• • 


• • 

• • 

1,200 

ff 

20 

Received cheque from Smithson 

& Co. 


• • 


450 



and allowed them discount 

• • 


• * 

• • 

22 

99 

21 

Robinson paid us Cash 

• • 


• • 

• • 

725 



We allowed him discount 

• • 


• • 

• • 

25 

99 

25 

Paid Harris & Co. .. 

• • 


• » 


790 



They allowed us discount 

• • 


* 

• • 

45 

99 

27 

Purchased Office Furniture for 

Cash 



■ • 

900 

99 

28 

Received for Cash sales 

• • 



• • 

300 

99 

29 

Paid for Cash purchases 

• * 


• m 

• • 

400 

99 

30 

Drew cheque for Petty Cash 

m m 


• • 

• • 

200 

99 

31 

Drew foi* personal use 

• • 


» • 

• • 

375 

99 

31 

Paid Office Rent 

• • 


• • 

• ■ 

225 

99 

31 

Paid Staff Salaries 

• • 


■ ■ 

• • 

575 


(Solution on page 57.) 

PETTY CASH BOOK i 

Where all cash receipts are paid into the Bank and all payments 
are made by cheques, it becomes necessary to keep another Subsidiary 
Cash Book known as the Petty Ca sh. Book. This book is used for 
recording petty cash paymeiilsmade‘from out of cheques drawn perio¬ 
dically for this purpose^ In every business, there are necessarily 
certain small expenses which are too insignificant to be paid by 
cheques. Such expenses include items of carriage, cartage, cooly hire, 
postages, etc. These can only be conveniently paid in cash, and it is 
here that the Petty Cash Book comes in useful. 

The periodical cheques drawn for Petty Expenses are debited to 
Petty Cash Account from the Cash Book. From time to time, as the 
Petty Cashier presents his summary of expenses, the several Nominal 
Accounts indicating the heads of expenditure are debited and the Petty 
Cash Account is credited. 

The Petty Cash Book is written just like the Cash Book, the 
amounts received by the Petty Cashier being entered on the debit side 
and the payments on th? credit side. The excess of the debit side oyer 
the credit on any date would represent the unspent balance oi Petty 
Cash with the Petty Cashier. 

BANK RECONCILIATION STATEMENT 

Since the Bank Pass-Book indicates the amounts paid into the Bank 
and the amounts withdrawn therefrom, the pass-book balance on any 
one date must be the same «as the balance shown by the bank columns 
of the Cash Book on that same date. It seldom happens, however, in 
practice that the Bank Pass-Bode balance agrees with* the Cash Book 
balance on any one particular date. This is due to the following facts:— 

1. Cheques may have been drawn in payment of accounts due and 
credited in the Bank Column of the Cadi Book, but the same may 
<notr appear in the Pass-Book, owing to their not having been presented 









CASH BOOK WITHOUT CASH COLUMNS 


' St, 



To Balance brought forward • 7,510 
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to tiie Bank for payment up to the date cm which the' two balances 
are compared. 

2. Up-country cheques may have been paid into the Bank and 
debited in the Barik. Column of the Cash Book, but the same may not 
have been credited m the Pass-Book, on account of the fact that they 
may not have been cleared. 

3, Credit for interest on Current Account may have been given 
in the Pass-Book, but no corresponding entry may‘have been made 
in the Cash Book. 

. 4. Debits might have been given in the Pass-Book in respect of 
Bank Charges and Commission, but the same may not have been entered 
in tiie Cash Book. 

5. Dishonoured Bills or cheques may have been debited by our 
bankers in the Pass-Boqk, but no corresponding entries in respect thereof 
may have been made in the Cash Book. 

A Reconciliation Statement is therefore prepared at periodical 
intervals with a view to indicate the items which cause such disagree¬ 
ment between the balances as per the Bank columns of the Cash Book 
and the Bank Pass-Book on any given date. It is prepared after all 
the items in the Pass-Book are ticked off with the entries in Cash 
Book Bank columns. A list is then made of such items as are found 
not ticked either in the Cash Book or the Pass-Book. The unticked 
items in the Cash Book will represent cheques paid in but not credited 
in the Pass-Book, or cheques issued but not presented for payment. 
The unticked items in the Pass-Book will relate to the credits given, 
if any, for interest on Current Account or the debits in respect of Bank 
Charges and Commission. 


Example 13 


The balance of cash at Bank as shown by the Cash Book of Patterson & Co., 
on 31st December 1941, was Rs. 7,500. On checking the entries in the Cash Book 
with the Pass-Book, it was ascertained that cheques of Rs. 500 and Rs. 700 res¬ 
pectively paid in on the 30th December, were not credited until the 2nd January 
following, and that cheques of Rs. 600, Rs. 800, and Rs. 1,200, issued on the 28th 
December, were not presented until the 3rd of January. There was a credit of 
Rs. 125 in the Pass-Book in respect of interest under date 31st December, which 
was not entered in the Cash Book. There were also Bank Charges debited in 
the Pass-Book amounting in all to Rs. 10 which were not entered in die Cash Book. 

Prepare a Reconciliation Statement as at 31st December 1941. 

BANK RECONCILIATION STATEMENT 


As at 31st December 1941 

Bank Balance as per Cash Book .. 

Add Cheques issued on the 28th December but not presented 

„ Cheques issued on the 28th December but not presented 

„ Cheques issued on die 28th December but not presented 

„ Interest credited by the Bank, but not entered in tjjte Cadi 

BOOk .. .. a. ^ # « . 


Less Cheques paid inf but not credited by the Bank . 

„ Cheques paid in, but not credited by the Bank .. 

„ Bank charges debited by the Bank, but not entered in the 
Cash Book • 


Bs. 

600 

800 

1,200 

Rs. 

7,500 

125 

2,725 


500 

700 

10,225 

10 

L210 



Rs. 9,035 


Bank' Balance as per Pass-Book 


• • 


« • 



«mUwactiqw* * 
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The Pass-Book of Messrs. Boy 4.Co, shewed a balance of Ba. 12.&J0 on Slat 
December 1941, but cheques passed for payment before SIM December 1941, 
amounting to R*. 297Q had not been CMhed. Two cheques of Bs. 950 and 
Rs. 1475 were deposited into the Bank on Slat December, but die Bank had given 
credit far the same in January. There was also a debit in the Pass-Book of 
Rs. 250 in respect of a Cheque dishonoured on 31st December. Draw up a Recon¬ 
ciliation Statement as at 31st December 1941 showing adjustments between the 
Pass-Book and the Cadi Book. 


BANK RECONCILIATION STATEMENT 
As at list December 1941 

Bank Balance as per Pass-Book 
Add Cheques deposited before 31st December, but credited by 
the Bank in January 

„ Cheques deposited before 31st December, but credited by 
the Bank in January .. .. p. 

„ the amount "of a cheque dishonoured and not adjusted in 
the Cash Book .. .. * 


Rs. Rs. 
12,500 

950 

U75 

250 

- 2,375 


Less Cheques issued but not presented to the Bank before 
31st December 


14,875 

2,970 


'Bank Balance as per Cash Book 


Rs. 11905 


Example 15 

• 

On 31st March 1942, your Bank Pass-Book showed a balance of Rs, 6,000, 
to your credit. Before that date you had issued cheques amounting to Rs. 1,500, 
of which cheques amounting to Rs. 900 have so far been presented for payment 
A cheque of Rs. 800 paid by you into the Bank on 29th March is not yet credited 
in the Pass-Book. You had also received a cheque for Rs. 16Q, which although 
entered by you in the Bank Column of the Cash Book, was omitted to be paid 
into the Bank. On 31st March, a cheque of Rs. 250 received by you wasiraid 
into the Bank but the same was omitted to be entered in the Cash Book. There 
was a credit of Rs. 85 for Interest on Current Account and a debit of Rs. 10 for 
Bank Charges. Draw up a Reconciliation Statement showing adjustments between 
your Cash Book and Bank Pass-Book. 


BANK RECONCILIATION STATEMENT 
As at 31st March 1942 

Bank Balance as per Pass-Book 
Less Cheques issued but not presented 
„ Cheques paid in and credited by Bank but not entered in 
the Cash Book .. *. 

„ Interest credited by Bank and not entered in the £ash Book 

1 

1 

Add Cheque paid in but not credited by Bank 
„ Cheque not banked, though entered in the Cash Book as such 
„ Bank Charges debited but not adjusted in the Cash Book 


Bank Balance as per Cash Book 


Rs. 

600 

Rs. 

6900 

250 


85 

935 


5965 

800 


160 


10 

976 

Rs. 

6995 


Example 18 

From die following particulars, you are required to ascertain the Bank Balance 
as Would appear in the Gash Book of D. Cowasji as at 31st December 194L 

1. The Bank Pass-Book dhcwed an Overdraft of Rs. 6900 on Slat 
December 1941. «• 



00 


noronJMomrr 


2. Interest on Overdraft for six months ending 31st December 1941, Rs. 250 
Is debited in the Pass-Book, but Is not entered in the Cadi Book. 

3. Bank Charges for the above period also debited In the Pass-Bode amount 
to Rs. 35. 

4. Cheques issued, but not cashed, prior to 31st December 1911 amounted 
to Rs. 1,500. 

5. Cheques paid into Bank, but not cleared and credited before 31st December 
1941, were for Rs. 2,500. 

6. Interest on Investments collected by the Bankers and credited in the Pass- 
Book amounted to Rs. 1,800. 

BANK RECONCILIATION STATEMENT 
Am at Slat December 1941 

Rs. Rs. 

Bank Overdraft as per Pass-Book .. 8,500 

Less Interest on Overdraft debited in the Pass-Book and not 

entered in the Cash Book .. .. .. 250 

„ Bank Charges debited in the Pass-Book .. .. 35 

„ Cheques paid into "Bank, but not yet collected .. 2,500 

- 2,785 

3,715 

Add Cheques issued but not cashed 1,500 

„ Interest on Investments credited by Bank but not adjusted 

in the Cash Book .. .. 1,800 

- 3,300 

Bank Overdraft as per Cash Book Rs. 7,015 

ANALYTICAL PETTY CASH BOOK 

s 

The best method of recording Petty Cash payments is to enter 
them in a Petty Cash Book, which should be kept in a columnar form, 
i.e. with a separate column for each usual head of expenditure, and a 
column for the total. The advantage of a columnar Petty Cash Book 
is that it saves an enormous amount of unnecessary labour resulting 
from posting each item of petty payment separately in the Ledger. 

By the use of this form of Petty Cash Book, the postings need not 
he made individually, but with the periodical total of each head of 
expenditure as shown by its corresponding column. 

All cheques as are issued by the Cashier to the Petty Cashier, are 
debited to the Petty Cash Account, in the first instance. At periodical 
intervals, the analysis of the petty expenses as indicated by the analy¬ 
tical columns of the Petty Cash Book is journalised, each Nominal 
Account concerned being debited with its respective total and the Petty 
Cash Account being credited with the total petty payments during 
the period. The result is that after such journalising, the balance as 
shown by the Petty Cash Account in the Ledger, at any periodical 
intervals, must necessarily agree with the unspent balance of Petty Cash 
as indicated by the Petty Cash Book. 

THE IMPREST SYSTEM OF PETTY CASH 

, The best system of maintaining Petty Cash is the Imprest System. 
Under this system; an estimate is made of the amount that is likely 
to cover petty disbursements for a certain period, say one month. Such 
amount is then drawn from the Bank and handed over to the Petty 
Cashier to begin with. At the end of the monfib, on the Petty Cashier 
presenting an account of his disbursements, a cheque for the exact 
amount disbursed is given to him, so that the original amount cl the 
petty Cash with whioh he was started is thus restored. The advantage 



of this system lies in the foot that It serves to maintain a chefck on the ] 
Petty Cashier inasmuch as he has to present his Petty Cash Book to] 
the Cashier each time he wants a cheque for his total payments. Such ] 
a check will not be available if the Petty Cashier were handed over 
cheques of round amounts irrespective of his total disbursements, when- i 
ever he came to the end of the fund at his disposal. 

Example 17 

Write out an Analytical Petty Cash Book from the following transactions:— 


1942 '* Ra. as. 

Jan. 1 Gave an Imprest Cheque to the petty-cashier to begin with 100 0 
During the month, the petty-cashier made the following 
disbursements:— 

„ 7 Bought 1-anna Pottage Stamps .. 20 0 

„ 10 Paid for Stationery .. .. .. .. 29 13 

„ IS Paid for cartage on 4 bales of cotton .. « .. .. 4 7 

20 Paid taxi-hire to Sales Superintendent Ashar .. S 12 

22 Paid Tips to Office-peons ., .. .. 9 4 

23 Paid S. Row against his account .. .. 13 9 

25 Sent Telegram to Nagpur .. .. .. 112 

27 Cash purchase from Bombay Stationery Mart • .. 9 4 

31 Paid for Tea and Lunch to Travelling Agent .. 3 8 


Balance the Book at the end of the month and show the amount of the 
cheque that would be issued to the Petty Cashier on the 1st of February. (For 
Solution see page 62.) 

SUMMARY 

(1) The simplest form of Cash Book is with Cash columns only 
on either side; when discount is received and allowed, there would 
also be a Discount Column on either side. 

(2) Where a trader, having a current account with a Bank, banks 
surplus cash therein and makes some payments in cash and some by 
cheques, the Cash Book is provided with Discount, Cash and Blank 
columns on either side. 

(3) Where there are Bank Columns in the Cash Book, there is 
no need for a Bank Account in the Ledger. 

(4) Where every receipt is banked and all payments are made 
by cheques, the Cash Book need only have Bank and Discount Columns. 
Petty payments would then be made out of Petty Cash kept in the 
office. . 

(5) The Petty Cash Book is maintained to record payments of 
petty expenses. 

(6) When cash or cheque is received in office, the entry is to 
debit Cash Account and credit the Payer; when sent to bank, debit 
Bank Account and credit Cash Account 

(7) When a payment is made by cheque, debit the Payee or 
Nominal Account concerned and credit Bank. 

(8) When a cheque is drawn for office use, debit Cash and credit 

Rawlr • 

(9) When a cheque is drawn for Petty Cash, debit Petty Cash 

Account and credit Bank. f 

(10) On receipt of Petty Cashier’s summary of expenses, debit 
each Nominal Account with its appropriate amount and credit Petty 
Cash Account .. 





ANALYTICAL PETTY CASH BOOK 
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(11) Hie use of the Analytical Petty Cash Book helps towards 
saving an enormous amount of unnecessary labour involved either in 
analysing periodical petty payments for the purpose of posting, or in 
posting each item of petty disbursement individually to its appropriate 
account in the Ledger. 

(12) The Imprest System of Petty Cash consists in giving the 
Petty Cashier, to begin with, a round sum of money as would suffice 
his needs for a definite period. At the end of the period, a cheque for 
the exact sum spent by the Petty Cashier is issued to him so that the 
latter again starts the new period with the original amount. 

(13) Under the Imprest System of Petty Cash, a useful check is 

maintained on the Petty Cashier, as the Chief Cashier gets an opportu¬ 
nity of scrutinising the petty disbursements as entered in the Petty Cash 
Book, every time he issues a cheque for the exact amount spent by 
the Petty Cashier. * 

(14) The object of preparing a Bank Reconciliation Statement is 
to see if the Pass-Book balance on any one particular date agrees 
with the balance as is indicated by the Bank Columns of the Cash Book 
on that same date, after allowing for all the various reasons which 
usually go to cause a disagreement. 

QUESTIONS ON CHAPTER VI 

1. Define the term “Cheque.” 

2. Why does a trader keep a Bank Account ? 

3. How should I treat a cheque received by me ? 

4 To what class of Accounts does a Bank Account belong ? 

5. State the advantages to be derived from the system of paying 
all cash received into bank, and making all payments by cheques. 

6. Give the rulings of a Cash Book where all Cash receipts* are 
paid into bank, and all payments are made by cheques, and enter 
therein twelve specimen entries. 

7. State the effect of crossing a cheque. 

8. Give specimens of the usual crossings of cheques. 

9. State the advantages of having Bank Columns in the Cash Book. 

10. Under what circumstances would the Cash Book be ruled with 
Discount, Cash and Bank Columns on either side ? 

11. When would it be necessary tq have a Bank Account in the 

Ledger ? . 

12. Explain how payments made by cheques are entered in a Cash 
Book without Bank Columns. 

13. How would payments by cheque^ be entered through a Cash 

Book with Bank Columns ? , 

14. How would payments into Bank be entered in a Cash Book 
without Bank Columns ? 

13. How would you carter payments Into Bank in a Cash Book 
with Cash and Bank Columns ? 

16. How are withdrawals from Bank for pffice use entered in a 
Cash Book without Batik Columns ? 

17. How should such withdrawals be entered in a Cash Book with 
Cash and Bank Columns ? 
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18. Describe the three distinct forms of Cash Bode. 

19. How are petty payments made and recorded in a business 
where all Cadi receipts are banked ? 

20. Explain how Petty Cash Account is debited and credited in 
the Ledger. 

21. What do you understand by a Reconciliation Statement, and 
how is it prepared ? 

22. Prepare a Bank Reconciliation Statement with imaginary' 
figures. 

23. What purpose does an Analytical Petty Cash Book serve ? 

24. Explain fully the Double-Entry working of the Analytical 
Petty Cash Book. 


. EXERCISE 1 

Enter the following transactions of Ganesh Krishna in a Cash Book with 
Columns for Cash and Discount only, and close the Cash Bode. 

1941 Rs. 


March 1 Ganesh Krishna has cadi in hand 
„ 1 He pays into Bank 

„ 1 He receives a Cheque of Rs. 65 on account from M. Shaw 

„ 1 He receives Cash for goods sold 

„ 6 He purchases goods and pays in cash 

„ 6 Vas ant Gopal sends him a cheque on account, which he 

pays into the Bank 
He is allowed a discount of Rs. 15. 

„ 10 He draws a cheque for petty cash 

„ 10 He pays for stationery in cash 

„ 10 S. Bomanji sends him a cheque for 

„ 10 His manager sells the empties for cash 

„ 15 Sold goods for cash 

16 Pays into Banking Account 
. 18 Draws a cheque for personal use 
19 Purchased of Devji & Co. table for office use and paid cash 
21 Received cheque from Jones & Co. 
and allowed them discount 

25 Paid Henry & Co. by cheque .. 
and was allowed discount 

26 Paid Manager his monthly salary by cheque 

26 Paid salaries in cash 

27 Paid wages by cheque 

27 Purchased Postage Stamps for Cash 

28 Issued a cheque in payment of office rent 

29 Purchased Government Securities and paid for 
by cheque 

31 P. Green sends cheque on account 
and is allpwed discount 
31 Remitted cheque to Vakil & Co. 
and was allowed discount .. 


99 

99 

99 


99 

» 


1,650 

1,000 

345 

600 

350 

50 

25 

450 

22 

35 

600 

100 

80 

450 

40 

290 

25 

150 

200 

75 

20 

275 

200 

375 

25 

225 

20 


EXERCISE 2 

Show how the above transactions would be recorded In a Cash Book with 
Discount, Cash and Bank columns. 

EXERCISE 3 

Hi ter the following transactions in a Cash Book, with Cadi, Bank and Dis¬ 
count columns. 


1941 

March 1 3. Clark commenced business with cash 
„ 1 Paid into Bank 

n 2 Received from D. Desai 

and allowed him discount 


Rs. 

19/100 

12£00 

200 

29 




BANKING TRANSACTIONS 


65 


1941 

March 


2 Paid H. Hari on account a cheque lor 
and was allowed discount .. 

2 Bought goods for Cash .. - .. 

3 Received a cheque of Rs. 450 for cash sales 
3 Purchased Office Furniture and paid for same by cheque 
3 Settled R. Ramji’s account for Rs. 550 by cheque and was 

allowed discount 
6 Paid into Bank 

6 W. White paid him by cheque Rs. 450, which he paid 
into Bank 

8 Made cash purchases and paid for same by cheque 
8 Drew for personal use 
10 S. Raje purchased goods for cash 
13 Received from S. Shah a cheque for .. 
and allowed him as discount 

13 Settled R. Rao’s account by cheque 

14 Paid S. Green on account cash .. • 

17 Received a cheque for Rs. 175 and cash Rs. 50 for Cash Sales 
20 Paid for advertisement in Cash 

20 Received Interest on Investments and paid same into Bank 
22 Paid into Bank 
22 Received from J. Kanji, Cash .. 

and allowed him discount .. 

24 Drew for office use 
24 Paid for Postage Stamps in cash 
27 Paid for Stationery by cheque 

29 Drew Cash for Salaries 

30 Paid Office Rent by cheque 
30 Remitted Cash to B. Black on account .. 

30 Paid P. Palia by cheque in full settlement 

and was allowed discount 

31 Received from D. Devji, Cash 
31 Paid for sundry expenses in Cash 

EXERCISE 4 


Us. 

450 

35 

300 

750 

50 

800 


380 

250 

150 

450 

40 

300 

125 

75 

375 

500 

75 

10 

150 

50 

125 

750 

300 

85 

280 

25 

100 

75 


Enter the following transactions in a Cash Book with Bank and Discount 
columns only. It is assumed that all receipts are banked and that all payment* 
are made by cheques:— 


1941 
Feb. 1 
„ 1 
„ 3 

„ 3 


7 

7 

8 
8 

10 

13 

15 

15 

17 

17 

18 
18 

21 

24 

24 

25 


Opened Bank Account with ... 

Made cash purchases .. .. 

Sold goods for cash 
Received cash from Desai & Co. 

and allowed them discount 
Received cheque of S. Grey on account .. 

Paid to S. Raje on account 

and was allowed discount 
Purchased Furniture for Cash 
Drew Cheque for Petty Cash * 

Received Interest on Investments .. * 

Paid E. Earl in full settlement .. 

and was allowed discount 
Paid for advertisement 
Received from W. Wells to settle his account 
allowed him as discount 
Purchased goods for cash 
Received for Cash Sales 
Sold goods to K. Wadia for Cash 
Paid for Stationery .. .. 

Drew for personal use 
Remitted to D. Das 

He allowed discount .. .. « 

K. Kanji paid Rs. 280 and was allowed as discount 
Sold goods for Cadi 

Received cash from B. Blade in full settlement 
and we allowed discount .. 

Paid for Salaries 


Rs. 

15,000 

600 

450 

375 

25 

150 

285 

15 

750 

150 

325 

550 

45 

150 

250 

25 

350 

425 

255 

85 

275 

425 

85 

20 

385 

325 

25 

675 


AX—6 
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1841 Bs. 

Feb. 25 Paid for electric light .. .. .. .. 250 

„ 27 Received from J. Jones on account .. .. .. 175 

„ 27 Received of K. Mukerji to settle Ins account for .. .. 325 

and was allowed as discount .. .. 25 

„ 28 Paid Office Rent .. .. .. .. .. 375 

„ 28 Received for Cash Sales .. .. 280 

„ 28 Bought of C. Keshav goods for Cash .. .. 175 

„ 28 Settled B. Bapuji’s account for .. .. .. 300 

EXERCISE 5 


count Columns. Also balance the Cash Book and bring down .the balance:— 

1841 Rs. 

May 1 Cash balance .. .. .. .. 100 

„ 1 Bank balance .. .. .. .. .. 1,450 

„ 1 Cash received, from Sale of Shares .. 6,000 

„ 2 Paid into Bazik .. .. .. .. 5,000 

„ 3 Paid John Jules by cheque .. .. .. .. 1,200 

Discount allowed by him .. .. .. 50 

„ 3 Paid Wages by Cash .. .. .. .. SO 

„ 8 Received from A. Hale, cheque 880 

Allowed him discount .. .. .. .. 20 

„ 10 Paid A. Hale’s cheque into Bank .. .. .. 880 

„ 16 Paid for Stationery in Cash .. .. .. .. 150 

„ 18 Bought goods for Cash .. .. 600 

„ 19 Paid F. Wales by cheque .. .. .. .. 370 

Discount allowed by him .. .. .. .. 25 

„ 19 Drew from Bank .. .. • .. .. .. 300 

„ 20 Cask withdrawn for Personal Expenses .. .. .. 200 

„ 24 Received for Cash Sales .. .. .. .. 170 

„ 24 Received from W. Robins .. .. .. 1,800 

Allowed him discount .. .. .. .. 75 

„ 25 Paid into Bank .. .. .. .. .. 1,700 

„ 26 Gave cheque for Cash Purchase .. .. .. 200 

„ 26 Received cheque from R. Smith and paid same into the 

Bank .. .. .. .. 400 

„ 26 Drew cheque for personal use .. .. .. 100 

„ 27 Drew cheque for Office use .. .. .. .. 300 

„ 28 Paid Office Salaries by cash .. .. .. .. 325 

„ 29 Sold goods for cash and banked the same 200 

„ 31 Gave cheque for Office Rent .. .. .. .. 60 


EXERCISE 6 . 

Enter the following transactions in a Cash Book with Cash and Discount 
Columns only and show die Bank Account as it would appear in the Ledger:— 

1941 

v Mar. 1 Balance of Cash in hand Rs. 2,000 and in Bank of India Ltd., Rs. 10,000. 
„ 2 Received cash from D. Chetty Rs. 2,000 and allowed him discount Rs. 60. 

„ 3 Paid into Bank of India Rs. 3,500. 

„ 4 Paid to S. Govind & Co., by cheque Rs. 520 in full settlement of their 

account for Rs. 550. 

„ 5 Received for Cash Sales Cash Rs. 75 and cheque Rs. 100. 

„ 6 Paid into Bank of Iqdia Rs. 620. 

„ 8 Paid for cash purchases by cheque Rs. 845. > 

„ 9 Paid Thompson ft Co. by cheque Rs. 1,200, discount allowed Rs. 45. 

„ 11 Paid by cheque to V. Valji Rs. 525 in full settlement of Rs. 540. 

„ 12 Drew for office use Rs. 500. 

„ 13 Paid cash for advertisements Rs. 45. 

„ 14 Hari Singh & Sims paid direct into our account in the Bank of India 
Rs. 500. 

„ 16 Paid cash fqr electric charges Rs. 42. 

„ 17 Drew a cheque of Rs. 200 for personal use. 

„ 19 Paid February Salaries to Staff by cheque Rs. 750. 

,, 21 Paid by cheque for Office Safe Rs. 215. 

• ' ,, 23 Received frojji C. Parekh & Co., Rs. 875 in full settlement of their 

' account for Rs. 900. 














BANKING TRANSACTIONS 


6? 


1941 

Mar. 25 Paid into Bank of India Rs. 1,000. 

„ 26 Paid Cash for freight Rs. 55. 

„ 29 Paid Rent for February by cheque Rs. 175. 

„ 31 Received a cheque of Rs. 460 from Samuel & Co., in full settlement 
of their account fen: Rs. 480. 

„ 31 Issued Cheque for repairs to Plant Rs. 95. 

„ 31 Paid Travelling Salesman for Commission by cheque Rs. 325. 

„ XL Ahmed & Sons paid direct into our Bank Account Rs. 475, discount 
allowed Rs. 25. 

„ Paid cadi in excess of Rs. 300 into our Bank Account. 


EXERCISE 7 

Enter the transactions given in the preceding question in a Cash Book with 
Cash, Bank and Discount Columns. 

EXERCISE 8 

From the following particulars, prepare a Bank Reconciliation Statement show¬ 
ing the Balance as per Bank Pass Book on 31st December 1941. 

The following cheques were paid into the firm’s Current Account at Bank 
in December 1941, but were credited by the Bank in January 1942. 


Rs. 

200 

310 

ISO 


hi. Little .. .. *• 

IP. Love .. •• .. .. •• 

A. Gomes .. .. .. .. 

The following cheques were issued by the firm in December 1941, but were 
cashed in January 1942. 

Rs. 

F. Poison .. .. .. .. .. .. 400 


A. Small 

B. Patterson 


of his account was entered 
1941, but the same was paid 


500 

342 


A cheque for Rs. 100 j- which was received from a customer in full settlement 


in the Bank Column of the Cash Book in December 
into the Bank in January 1942 

The Bank Balance as per Cash Book was, Rs. 19,900] - on 31st December 1941. 

^ EXERCISER 

On 31st December 1941, your Bank Pass-Book showed a credit balance of 
Rs. 5,010. Before that date, you had issued cheques amounting to Rs. 2,000]-, 
but they were not presented for payment. A cheque of Rs. 500]- paid by you 
into the Bank was not credited. On 31st December 1941, you had also received 
a cheque of Rs. 100|-, which, though entered by you in your Cash Book, was 
omitted to be paid into the Bank. Besides, to your credit there was an entry 
of Rs. 75 for interest. Draw up a Reconciliation Statement, showing adjustments 
between your Cash Book and Bank Pass Book. 


EXERCISE 10 


Set out below are the extracts from the Cash Book (Bank Columns only), 
and Bank Pass Book of P. Parikh. Prepare a Reconciliation Statement as an 
31st December 1941. , 


CASH BOOK 


1941 
Dec. 1 


•v 


9P 

*9 


4 

7 

9 

11 

28 

29 

30 

31 


Rs. a. p. 

To Balance 3,900 0 0 

„ D. Daji 700 0 0 

„ Zaveri A Co. ... 760 0 0 

„ DongreBros. ... 250 0 0 

„ Interest on Securities 400^ 0 0' 
Rao A Sons s ... 120 0 0 

„ Das A Co.y ... 600 0 0 

„ GnptaABrai./... 2,200 0 0 
„ Sen A Co., Ltd^/.. 300 0 0 


1941 

Dee. 


3 By Wages 

5 „ Petty Cash 

6 „ Interest on Loan 
8 „ Self (Private) 

11 „ Bank Charges 
14 „ Vaidya, Ltd. 

18 „ Wages 
27 «v, Shah A Oo. 

31 Salaries 
Wagss 
Jo^bi Bros. 
Balance 


Rs. a. p. 
400 0 0 
10 0 0 
20 0 0 
300 0 0 
0 4 0 
700 0 0 
400 0 0 
90 0 0 
180 0 0 
400 0 0 
730 0 0 
5,999 12 0 


1942 

Jan. 1 To Balanoe 


Rs. 9,230 0 0 
... 5,999 12 0 J 


R«. 9,230 0 0 
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¥ 

BANK PASS BOOK 


(P. Parikh with National Bank of India) 


1942 
Jan. 1 
.. 3 


3 

4 

5 



Rs. 

a. p. 

1941 

Rs. 

a. p. 

To Joshi Bros. 

730 

0 

0 

Dec. 31 By Balance 

3,599 12 

0 

„ Commission -on 




1942 




Calcutta Draft ... 

0 

6 

0 

Jan. 1 „ Rao A Sons.... 

120 

0 

0 

„ Self 

400 

0 

0 

„ 3 „ Das A Co.v- 

600 

0 

0 

„ K. Kanji 

225 

0 

0 

„ 4 „ Roy A Co. 

320 

0 

0 

„ Sliah & Co. 

90 

0 

0 

„ 5 „ Sen A Co., Ltd. 

300 

0 

0 

„ Commission on 




m 6 „ Cash — 

400 

0 

0 

Delhi Cheque 

1 

6 

0 

„ „ „ Cupta A Bros. __ ... 

2,200 

0 

0 


EXERCISE 11 

From the following particulars ascertain the Balance that would appear in 
the Pass Book of A, as at 31st December 1941. 

1. The Bank overdraft as per Cash Book (on 31st December 1941) was 
Rs. 6,3401-. 

2. Interest on overdraft for six months ending 31st December 1941 Rs. 1601— 
is debited in the Pass Book. 

3. Bank Charges for the above period also debited in the Pass Book amount 
to Rs. 30|-. 

4. Cheques issued, but not cashed, prior to 31st December 1941 amounted 
to Rs. 1,168|-. 

5. Cheques paid into Bank, but not cleared before 31st December 1941, were 
for Rs. 2,170. 

6. Interest on Investments collected by the Bankers and credited in the Pass 
Book amounted to Rs. 1,200. 


EXERCISE 12 

On 1st January 1942, the Bank Columns of C. Roy’s Cash Book showed a 
Bank Balance of Rs. 2,400 to his credit. On reconciling the Cash Book with 
the Bank Pass Book, however, the following facts were disclosed(a) That 
cheques valued at Rs. 700 issued prior to 31st December 1941 had not been cashed; 

(b) that a cheque for Rs. 1,200 paid in on 30th December was credited in die Pass 
Book on the 2nd January; (c) that a B|R for Rs. 300 collected by the Bank on 
17th December was omitted to be credited in the Pass Book; (d) that there were 
no corresponding Cash Book entries for Rs. 45 credited in the Pass Book for 
Interest, and Rs. 7|8 debited in respect of Bank Charges. You are requested to 
prepare a statement reconciling C. Roy’s Bank Balance as per Cash Book with 
the one as shown by his Pass Book as at 31-12-1941. 

EXERCISE 13 

On 31st December 1941, P. Bamji's Pass Book showed a Bank Overdraft of 
Rs. 9,700. From the following further particulars, prepare a Bank Reconciliation 
Statement:— 

(a) Cheques paid into the Bank, but not cleared and credited before 31st 

December, amounted to Rs. 1,700; 

(b) Cheques issued prior to 31st December, but presented for payment after 

that date, amounted to Rs. 900; 

(c) Interest on Overdraft amounting to Rs. 175 debited in the Pass Book 

is not entered in the Cash Book; 

(d) Rs. 600 Interest on Investments collected by the Bankers and credited 

in the Pass Book remain to be entered in the Cash Book; 

(e) Bank Charges Rs. 12|8 appear in die Pass Book, but not in the Cash 

Book; and 

U) Rs. 800 in respect of a dishonoured cheque appear in the Pass Book and 

not in the Cash Book. 





CHAI>TER VII 
BILL TRANSACTIONS 


A seller does not always get cash in immediate payment for goods 
sold, but instead, he is generally satisfied to take from the purchaser 
what is called a Bill of Exchange. A Bilt of Exchange is a written 
acknowledgment of debt, given by one*pe?s6n to another, the sum due 
and the time of payment as well as the date and place of payment being 
set down. t 

A Bill of Exchange is legally defined as(" an unconditional order in 1 
writing* addressed by one person to another, signed by the person giving i 
it, requiring the person to whom it is addressed to pay on demand or/ 
at a fixed or determinable futur e time a sum certain in money to or| 
to th e order cf a specifi ed pergop or to b earer 7*"! 

’ Bills of Exchange are freely employed in modern commercial trans¬ 
actions because of the following advantages accruing therefrom: — 

(1) As a Bill of Exchange fixes the date of payment, the creditor 
knows when to expect his money, and the debtor also knows when 
he will have to pay. 

(2) The debtor thus enjoys his full period of credit, as he can 
never be called upon to pay the amount of the Bill before the due date. 

(3) The creditor need not necessarily lock up his money till the 

due date of the Bill as the latter can be turned into cash by being 
discounted. • 

(4) As it is a written and signed acknowledgment of debt, it affords 
conclusive proof of indebtedness, and there can be hardly any defence 
to an action at Law on a debt due on a Bill of Exchange. 

(5) A Bill of Exchange is a negotiable instrument and can be trans¬ 
ferred from hand to hand in settlement of debts. 

(6) A Bill of Exchange affords an easy means of transmitting money 
from one place to another. 

It is for the facility thus afforded in the matter of payment that 
the buyer may be induced to purchase goods and accept a Bill drawn 
on him by the seller, if he is not prepared to make a cash payment at 
the time of purchase. 

Let us assume that P. Naidu has purchased Goods from R. Pandit 
to the value of Rs. 450, and has agreed to accept a Bill to be drawn 
on him by R. Pandit for the above amount. 

The following document known as.a Draft is sent by Pandit to 
Naidu— 


Stamp. 


3, Lingachetty Street, 
Madras, 12th January, 1942. 


Three months after date, pay to me or my order, the sum 
of Rupees Four Hundred and Fifty fqr value received. 

R. PANDIT. 

Rs. 4501- 

To P. NAIDU, Esq., # 

15, William Street, 

Madras. 
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From the above form, it would be seen that a Bill of Exchange is 
an order for payment signed by the creditor and addressed to the debtor. 

The points to be noted are that— 

(1) The one who draws the Bill is called the Drawer. 

(2) The person on whom it is drawn is called the Drawee. 

(3) The person in whose favour the Bill is drawn is called the 
Payee. 

(4) The time after which the payment is to be made is called the 
Term of the Bill—in this case, three months. 

(5) The Bill itself is called the Draft. 

(6) The amount is stated in words in the body of the draft, and 
in figures in left-hand corner. 

(7) It bears a stamp according to the amount of the draft. 

ACCEPTANCE OF A BOLL 

The mere fact that a bill is drawn by one person upon another 
does not make the drawee liable for its value. The drawee must 
accept liability before he can be made liable. On receipt of the draft, 
therefore, the drawee accepts the bill. This is effected by the drawee 
writing the word “ accepted ” across the face of the bill together with 
his signature, or by merely putting his signature across the face of 
the bill. 

After the drawee has accepted the bill, he is known as the 
Acceptor. The- acceptor returns the bill to the drawer, after acceptance. 
After the Bill is accepted and returned to the drawer, it is known as 
an Acceptance. 

On receipt of a bill duly accepted by the drawee, the drawer has 
in his possession a document representing money or money’s worth. 
He can retain this bill in his possession, or exchange it with another 
person for either cash or goods. Before transferring the bill, the 
drawer has to write his name upon the back of it. This is called an 
Endorsement, the drawer is now called - an Endorser, the person to 
whom it is endorsed, an Endorsee, and the bill is said to have been 
endorsed. 

GENERAL AND QUALIFIED ACCEPTANCE 

The acceptance of a Bill may be either “ General ” or “ Qualified,” 
as the case may be. 

General Acceptance. A general acceptance is where the drawee 
assents without any condition to the order of the drawer. 

Qualified Acceptance. A qualified acceptance is one which varies 
the effect of the bill as drawn, in any one of the following ways:— 

(a) Qualified as to time-Mvhen a two months’- bill is accepted pay¬ 
able after three months. 

(b) Qualified as to place—accepted payable at a particular place 

and there only. , 

(c) Partial—accepted for a part of the amount of the bill. 

.(d) As to parties-r-aceepted by one or more of the drawees but 
not all. 

(e) Conditional—accepted subject to a certain condition being 
fulfilled. . 
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The holder of a Mil may refuse to take a qualified acceptance and 
may treat the bill as dishonoured by non-acceptance. 

ATION OF A BIJ4L. 

y' xsjuus of Exchange are known as Negotiable Instruments, i.e. docu¬ 
ments representing money or money’s worth, the title to which can 
be transferred from one perron to another by endorsement and delivery 
only. After a bill is endorsed and delivered to a third person, it would 
become payable to him, instead of to the original holder, and he may 
again endorse it over to a fourth person, and so on. But if the words 
“or order” are omitted, thro the bill becomes payable to the person 
named, and to him alone. 

HOLDER IN DUE COURSE 

A holder in due course is one who has taken a bill, complete and 
regular on the face of it and before it was overdue, in good faith and 
for value. 

ENDORSEMENT on a bill 

Any holder may transfer a bill unless the bill bears a restrictive 
endorsement, i.e. an endorsement containing words prohibiting its 
transfer. If a bill is payable to bearer, it is transferable by mere 
delivery; if payable to order, it is transferable by endorsement and 
delivery. Thus, an order bill will require the holder’s signature on 
the back of it before transfer. • 

A Bill may be endorsed in any one of the following ways: — 

1. Endorsement in blank. —This would mean signature of the 
endorser only; thus “ P. Atmaram.” 

2. Special Endorsement. —This would name the person to whom 
the rights in the bill are transferred; thus 

“Pay B. Sen or order, 

P. Atmaram.” 

3. Restrictive Endorsement. —This would be an endorsement in 
favour of some definite person only; * hus 

“Pay B. Sen only, 

P. Atmaram.” 

4. Endorsement Sans Recours (i.e. without recourse).—By endors¬ 
ing a bill in this way, the endorser relieves himself from liabi¬ 
lity to all subsequent endorsees; thus,. 

“Pay B. Sen or order, 

P. Atmaram 
Sans Recours.” 

5. Facultative Endorsement. —This is where the endorser waives 
some right to which he is entitled; thus 

“ Pay B/ Sen or order, 

Notice of dishonour waived, 

P. Atmaram.” 

Notes:—(a) The first is called a blank endorsement, and its effect 
is to make the bill payable to bearer. 

(b) A Special endorsement requires the signature of the endorsee 
specified before further negotiation. ## 
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(c) A restrictive endorsement prohibits the further negotiation of 
the bill. 

(d) An endorsement Sans Recours is generally made by persons 
who act in a representative capacity as agents and not as principals. 

LIABILITY ON A BILL OF EXCHANGE 

Hie acceptor is always the person who Is primarily liable for the 
payment of a bill; and when the drawer transfers the bill to another 
by endorsement, he in his turn becomes liable with the acceptor to 
the holder of the bill, and so does every subsequent endorser, the 
security thus increasing with each endorsement. 

DAYS OF GRACE 

A Bill may be drawn payable on demand, or at sight, or at some 
fixed future time, i.e. fwo months after date. If a bill is not payable 
on demand or at sight, three days of grace are allowed in which to 
meet the bill, from the date fixed upon the bill. Thus, a bill dated 
15th March for thrqe months becomes payable on the 18th June. This 
latter date is called the Due Date. 

PRESENTMENT FOR PAYMENT 

Ordinarily, a bill must be duly presented for payment, as other¬ 
wise the drawer and the endorsers will be discharged from the liability 
to pay the amount to the holder. A demand bill must be presented 
within a reasonable time, but a bill drawn so many days or months 
after date or after sight must be presented on the due date at the place 
of payment or address of the acceptor mentioned in the bill, or at the 
acceptor's place of business. 

Bills drawn “ on demand ” or “ at sight ” are payable upon pre¬ 
sentation to the drawee or acceptor. As to the bills drawn “after 
date,” the period begins to run from the date of the bill. When a bill 
is drawn “after sight”, the term of the bill begins to run from the 
date of “ sighting ”, i.e. when presented for acceptance. In such a case, 
the date must be stated in the acceptance in order to fix the maturity 
of the bill. 

CALCULATION OF TIME OF PAYMENT 

Where a bill is payable at a fixed period after date or after sight, 
the time of payment is determined by excluding the day from which 
the time is to begin to run arid by including the day of payment. Thus 
a bill drawn on 5th March at 2 months after date would mature on the 
8th of May. 

SIGNATURE IN REPRESENTATIVE CAPACITY 

When a person signs a bill in a representative capacity, either as 
drawer, acceptor or endorser, he must clearly specify such represen¬ 
tative capacity on his signature, as otherwise, he would become personally 
liable on such bill. 

Thus, a person representing a firm should sign, 

“ Per pro Ratilal & Co., 
u P. Manecklal.” 



rax nAffiAcnows 


to 


In a limited Company, the signature will take die following form 
“For and on behalf of Indian Food Products, Ltd., 

R. Rustomji 
Director.” 


DISHONOUR OF BILLS 

If a Bill is not paid on the date of maturity, it is said to have 
been dishonoured. When a Bill is thus dishonoured, immediate notice 
must be given to all the other parties, including the endorsers, whose 
names appear on the Bill. If this is not done, the holder of the Bill 
cannot sue for the amount. 


Whenever a Bill is dishonoured, all expenses connected therewith 
must be debited to the persoh'Brom wKom tne Bill was received. 

Although the acceptor of a Bill is primarily*liable on it, the holder 
has a right of action against the other parties to the Bill. He may 
sue the drawer and every endorser of the bill. If he likes, he may 
sue the immediate endorser, and if the latter pags the amount, that 
endorser can sue any previous endorser or the drawer. Usually, the 
drawer takes up the bill on dishonour and then exercises his rights 
against the acceptor. , 

NOTING AND PROTESTING 

When a bill is dishonoured, the holder usually^ hands, it to a Nc 
Public, who re-presents it to the acceptor for acceptance or for pay¬ 
ment, as the case may be, and thus obtains a legal evidence of 
dishonour. The notary public notes the particulars of the bill, the 
fact that it was re-presented and the reason given for non-acceptance 
or non-payment. When a foreign bill is dishonoured, it is necessary 
to have it “ protested ” in order to maintain the holder’s rights against 
the drawer and the endorsers. A ‘protest* is thus a formal record of 
dishonour, as above stated, signed by the notary public and including 
a copy of the bill. 


ACCEPTANCE FOR HONOUR SUPRA PROTEST 

Where a bill is dishonoured by non-acceptance and has been 
protested and is not overdue, any person, not being already liable 
thereon, may with the consent of the holder, accept the bill supra 
protest. The acceptor for honour engages to pay the bill according 
to the tenor of his acceptance, if it iS not paid by the drawee on 
presentation and after it is protested for non-payment and he receives 
notice to this effect. The acceptor for honour is liable to the holder 
and to all the parties to the bill subsequent to the party for whose 
honour he had accepted. , 


PAYMENT FOR HONOUR SUPRA PROTEST 

On a bill having been dishonoured and protested for non-payment, 
any person, not already liable thereon, mSy pay it supra protest for 
the honour of the party liable thereon, or for the honour of the pierson 
for whose account the bill was drawn. , 

REFEREE IN CASE OF NEED 

A drawer sometimes marks the bill as follows:— 
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“ In case of need apply to..thus meaning die party who will 
act on his behalf in the event of dishonour by non-acceptance or non¬ 
payment. The person named in this manner is called “ Referee in Case 
of Need.” 


STAMP DUTY IN INDIA 

Every Bill of Exchange requires to be stamped. The following is 
the scale of stamp duty on Bills of Exchange, in India. 

Where payable on demand. .. Nil 

Where payable otherwise than on demand, but not more than one 
year after date or sight:— 

Rs. as. 

If the amount of the bill does not exceed Rs. 200 0 3 


if it exceeds Rs. 

200 but 

99 

99 

fl 

400 

0 6 

99 

99 

ft 

400, 

99 

99 

99 

99 

600 

0 9 

» 

99 

99 

600 

99 

99 

99 

99 

800 

0 12 

ft 

IP 

99 

800 

VI 

99 

IV 

99 

1,000 

1,200 

0 15 

H 

99 

99 

1,000 

*1 

99 

VV 

99 

1 2 

•t 

99 

If 

1,200 

99 

99 

ft 

99 

1,600 

1 8 

ft 

99 

99 

U600 

II 

99 

VV 

99 

2,500 

2 4 

ft 

99 

99 

2,500 

II 

II 

VI 

99 

5,000 

4 8 

ft 

99 

99 

5,000 

99 

VI 

VI 

VV 

7,500 

6 12 

99 

99 

99 

7,500 

99 

99 

VI 

II 

10,000 

9 0 

ft 

99 

99 

10,000 

99 

99 

VI 

IV 

15,000 

13 8 

99 

99 

II 

15,000 

99 

II 

VI 

VV 

20,000 

18 0 

99 

99 

99 

20,000 

99 

VI 

VI 

VV 

25,000 

22 0 

99 

99 

II 

25,000 

99 

•1 

*v 

*v 

30400 

27 8 


„ .. .. ,, .. „ .1 Cl u 

and for every additional Rs. 10,000 or part thereof in 

excess of Rs. 30,000 ... ... ... 9 0 


Where payable at more than one year after date or sight, the duty 
will be the same as on a Bond for the same amount. 

The rates of stamp duty on Promissory Notes are as under: — 

\a) Where payable on demand: 

(i) When the amount or value does not exceed 

Rs. 250 .. .. 1 anna 

(ii) When the amount or value exceeds Rs. 250 

but does not exceed Rs. 1,000 .. .. 2 as. 

(iii) In any other case .. .. .. 4 as. 

(b) Where payable otherwise than on demand, the duty is the same 
as on a Bill of Exchange. 


STAMP DUTY IN ENGLAND 


The (ad valorem ) stamp duty, in the United Kingdom, on Inland 
Bills of Exchange is as follows :— 


(a) Bills of Exchange payable on demand, or at sight, or on pre¬ 
sentation, or within 3 days after date or sight 2d. 

(b) Any other Bill of Exchange, or Promissory Note, if drawn or 
payable or actually paid or endorsed, or otherwise negotiated 
in the United Kingdom :— 


when the amount does not exceed 
exceeds £ 10 but doss not exceed 
.. «25 „ 

n £ 50 ,, ,, 

„ *75 

and for every £ 100, qf ( fractional part thereof.. 


£ 10 

». 

... 0 

d. 

2 

£ 25 

... 0 

3 

£ 50 

... 0 

6 

£ 75 

... 0 

9 

£ 100 

... 1' 

0 

a* 

... 1 

0 








BILL TRANSACTIONS 




(c) A Promissory Note, even if payable on demand, requires an 
ad valorem stamp. 

BILLS RECEIVABLE AND HILLS PAYABLE 

For the purpose of recording Bill Transactions, Bills are divided 
into Bills Receivable and Bills Payable. 

Bills Receivable are Accepted Drafts in the possession of ihe trader 
for which he is to receive cash on the due dates. 

Bills Payable are Drafts accepted by the trader and for which he 
is liable to pay cash on Ihe due dates. 

It must be noted that the same Bill is a Bill Receivable to one 
party mid a Bill Payable to the other party. The person who is to 
receive money on it calls it his Bill Receivable, whereas the person 
who is liable to pay money for it knows it as his Bill Payable. 

DISCOUNTING BILLS 

If a trader holds a Bill Receivable which has a long term to run 
and if he wishes to obtain cash for it before it matures, he sells the 
bill to a banker or some other person. The purchaser deducts a certain 
amount of discount (which is interest for the time the bill has yet 
to run) from the face value of the bill and pays the amount of the 
bill less the discount to the holder of the bill. This is called Discounting 
a Bill. 

As the purchaser now has to wait for his money till the bill becomes 
due, the discount, which is the difference between the face value of the 
bill that he will recover and the present value that he has paid for 
it, is his gain. To the trader who has sold the Bill, the Discount is 
his loss. 

ENTRIES FOR BILL TRANSACTIONS 

As Bills of Exchange represent money or money’s worth, they 
belong to the class of Real Accounts. Therefore, Bills Receivable 
Account is debited when a Bill is received duly accepted by the drawee, 
and it is credited when parted with. 

Here again, in order to avoid unnecessary labour in posting, Bill 
Transactions are not passed through the Journal, but are entered in 
special Subsidiary Journals provided for the purpose. Thus, there are 
the Bills Receivable and Bills Payable Books to record these transac¬ 
tions. Ihe object of these books is to form a convenient medium for a 
detailed record of each Bill received or given. 

BILLS RECEIVABLE BOOK 

The usual form of Bills Receivable Book is as under: — 


BILLS RECEIVABLE BOOK 
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On each Bill Receivable being received duly accepted, full details 
thereof are entered in the appropriate columns of the Bills Receivable 
Book as shown above. 

POSTINGS FROM BILLS RECEIVABLE BOOK 

The postings from this Book would be to the credit of each indi¬ 
vidual person from whom the bill is received... The monthly total of 
this Book is debited to Bills Receivable Account in the Ledger. 

BILLS RECEIVABLE ACCOUNT 

The periodical total of the Bills Receivable Book would be debited 
to Bills Receivable Account as above said. 

On cash being received on account of a Bill Receivable on due date, 
the amount will be posted to the credit of the Bills Receivable Account 
from the Cash Book. , 

When a Bill Receivable is discounted, the actual cash received and 
the discount allowed would be credited to Bills Receivable Account from 
the receipts side of the Cash Book. 

When a Bill Receivable is endorsed over to a creditor in satisfac¬ 
tion of a debt owing to him, the Journal entry necessary to record such 
a transaction would be to debit the Creditor’s Account and credit Bills 
Receivable Account. 

The Bills Receivable Account is the Account of an asset, and would 
always show a debit balance. The debit balance on the Bills Receivable 
Account on any date would represent Bills Receivable unmatured and 
on hand, sS 

COLLECTION OF BILLS BY BANKERS 

, 

When a trader receives several Bills Receivable from time to time, 
he generally sends these to his bankers for collection. 

On a Bill Receivable being sent to the bank for collection, the 
entry would be to debit an account called “ Bank Account for Collection 

of Bills.” and credit the Bills Receivable Account. 

. — - ----—- - 1 ■ - ■ " ■ 1 ■ 

On receipt of intimation from the banker that the Bill Receivable 
has been collected by him, the entry would be to debit the Bank Account 
(Bank Current Account) and credit the “ Bank Account for Collection 
of Bills.” 

If the banker intimates that the bill that had been lodged for 
collection is dishonoured-for payment, the entry would be to debit the 
acceptor or the endorser and credit the “ Bank Account for Collection 
of Bills.” 

The Bank Account for Collection of Bills would generally show 
a debit balance and such fa balance would signify the total amount 
worth of bills lying with the bankers for collection. When the banker 
has collected all the bills sent to him for collection, the ” Bank Account 
for Collection of Bills ” will not show any balance. 

ENTRIES ON DISHONOUR OF BILLS 

When a Bill Receivable is dishonoured, (i.e. not paid on the date 
of maturity), the entity made on receipt of the Acceptance should be 
reversed. Thus, the account of die person who gave the Bill would 
, be debited and the Bills Receivable Account would be credited. This 
entry would be passed, through th e JouratiL 
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n 


When a Bill Receivable which had been discounted is dishonoured, 
the trader will have to pay the Banker with whom he had discounted, 
immediately on receipt of Notice of Dishonour. The entry then would 
be to debit the person from whom the bill was received <(who may 
either be the acceptor or an endorser) and credit Bank. The posting 
will come from the Cash Book. 

When a Bill Receivable which had been endorsed over to a creditor 
is dishonoured, the Journal entry necessary to record this would be 
to debit the account of the person from whom the Bill was received 
and credit the Creditor’s Account 


PROMISSORY NOTES 

Sometimes, the debtor gives to the creditor a promise in writing 
to pay to the creditor a certain sum of money .either on demand or 
at a fixed future date. Such a promise is signed by the debtor and 
handed over to the creditor, and is called a Promissory Note. 

A Promissory Note is legally defined as “ an unconditional promise 
in writing made by one person to another, signed by tne maker, engaging 
to pay on demand or at a fixed or determinable future time a sum 
certain in money to or to the order of a specified person, or to bearer. ” 

The main points of difference between a Bill of Exchange and a 
Promissory Note are : — 

1. A Bill of Exchange is an order drawn by a creditor on his 
debtor; but a Promissory Note is a promise made out by a debtor in 
favour of his creditor. 

' 1 There are three parties to a Bill of Exchange, viz. the drawer, 
the acceptor and the payee, whereas there are only two parties to a 
Promissory Note, viz. the maker who draws the note and signs it, and 
the payee, i.e. the creditor to whom the amount is payable. 

' 3. A Bill of Exchange requires an acceptance, but a Promissory 
Note does not. 

The usual form of a Promissory Note is, as follows:— 

" ' - * *. ’ x 

Promissory note 5 


115, Esplanade Road, 
Bombay, 26th February 1942. 


Three months after date, I promise to pay J. Jones the 
siim of Rupees one thousand, for value received. 

Rs. 1,000]- R. Robinson. 

___t___ ..... 


Stamp 


A Promissory Note is treated by the receiver just like a Bill 
Receivable, end by the giver like a Bill Payable. *The entries regarding 
Promissory Notes follow on the same lines as those of Bills Receivable 
and Bills Payable. A Promissory Note does not need any acceptance, 
as it is written and signed by the debtor and hangpd over to the creditor. 

IS- r.. r- • ! ' r • - , S t 
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RENEWAL OF BILLS 

It happens sometimes that an acceptor of a Bill finds himself 
unable to meet his acceptance on the due date. Under such a circum¬ 
stance, rather than allow the Bill to mature and dishonour it on presen¬ 
tation, he would approach the drawer of the Bill before the due date 
and ask him to cancel the original bill and draw on him another one 
for an extended period. The acceptor in this rase would, of course, be 
prepared to pay interest for the extension of time. This is called 
Renewal of a BUI. 

The entries on Renewal of Bills ran best be understood from the 
following illustration:— 

Example 17 ^ 

Jones having accepted a bill for Rs. 5001- is unable to meet the same. Before 
the due date, he requests Green to receive Rs. 320]- in cash (Rs. 20]- being for 
interest) and to draw on him a new bill for Rs. 2001- for a further period of 
3 months, and cancel the old bill which is shortly to become due. Green agrees 
to this proposal. The entries in the books of Green to record the above facts 
would be as under . 


> j 

1 1 

Rs. 

a. P. 

Rs. 

a. p. 

/ ! Jones ... ... ... Dr. ! 

500 

0 0 


To Bills Receivable Aooount j 

i (For cancellation of the old bill) 


1 

500 

0 0 

1 

i Cash * ... ... ... Dr. ! 

320 

0 0 



| To Jones 


300 

0:0 

„ Interest Account 

(Being the amount received from Jones 


‘ 

i 

20 

0 0 

J 

J including Interest) 


j | 



j Bills Receivable Aooount . . . Dr. j 

200 

0 0 


i 

«■ i To Jones j 



200 

00 

J (Being the amount of new bill accepted 




. 

| by him) 1 






The same transactions would he recorded in the books of Jones as 
foUows: — 


i . Bills Payable Account ... ... Dr. 

j To Green 

] (Being the cancellation of the old bill) 

i 

; Green ... c ... ... Dr. 

Interest Account ... ... „ 

To Cash 

(Being the cash paid in part payment of 
the old bill including I$a. 20 for interest) 

Green ... * ... ... Dr. 

To Bills Payable Aooount 
(Being the amount of the fresh acceptance) 



Example 18 

Before the due date of the acceptance for Rs. 1,0001-, Das & Co. approach 
Laxminarayan & Co., the hrawers, to renew the Bill by accepting Rs. 500j- in cash 
and drawing on them another bill for Rs. 525]- for a further period of 4 months, 
Rs. 25]- being for interest. Laxminarayan & Co. aeeept this proposal and the 
transaction is carried into effect. This would appear in the books of both the 
parties as under:— •» -»•*' 






n 


KixnMfSAOTONB 


IN TBS BOOKS OF LAXMINARAYAN & Go. 


Du A Go. ... ... ... Dr, 

To Bills Receivable Acoount 
(Being the cancellation of the old bill) 


Be. 

1,000 

a, 

0 

& 

0 

Be. 

1,000 

a. 

0 

Cash ... ... ... Dr. 


500 

0 

0 



To Du A Co. 





500 

0 

(Being the amount reoeived hi part satis¬ 







faction of the old bill) 







Bills Receivable Aocount ... Dr. 


525 

0 

0 



To Internet Account 





25 

0 

„ Du A Co. 





500 

0 

(Being the amount of the new acceptance) 








IN THE BOOKS OF DAS & Cot 


i 

JA /' i To Laninaray an A Go. 

,fy^ b yip I (Being the cancellation of the old bill) 

:- 

/— - • 


Bills Payable Account 


... Dr. 





£ 




Laxminarayan A Go. 

To Cash 

(Being the amount paid on account) 


Dr. 


' Laxminarayan A Co. ... ... Dr. 

1 Interest Account ... ... „ 

To Bills Payable Acoount 
(Being the amount of the new accep¬ 
tance granted) 

Note .—It must be noted that a bill can only be renewed before it is due, 
and provided the drawer is still in possession of such bill and has not negotiated 
it to any one. * 



Rs. 

a. 

p. 

Be. 

a.p. 


L000 

0 

0 


! 




1,000 

0 jo 

500 

0 

0 






500 

0 0 

I 

! 500 

a 

0 


1 

25 

0 

0 


i 

i 

1 



525 

oj® 


RETIRING A BILL UNDER DISCOUNT 

It frequently happens that the acceptor of a bill is prepared to 
pay the amount of his acceptance before the due date, provided he is 
allowed some Rebate. This is called Retiring a Bill under Discount. 

BILLS PAYABLE 

When a trader accepts a bill, it is payable by him at some future 
date, and is, therefore, called his Bill Payable., Each time that a bill 
is thus accepted by a trader, all the details thereof are entered in the 
Bills Payable Book, the rulings of which are shown below:— 


BILLS PAYABLE BOOK 


.3 


, Date of 

J Bill 

Is 

j* 

1 

& 

~ ' -i 

If 

Ir*’"*- 

°3 

gffl 

Jj§ 

& 

•5 

§ 

Q 

§>! 

¥ 

Amount. 

Be. a. p. 

, Date paid 

ff 









* 

j 





; 



■i 




• 




3 
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POSTINGS OF BILLS PAYABLE BOOK 

The postings from this hook would be to debit each person to 
whom the bill is granted and to credit the periodical total of this book 
to Bills Payable Account in the Ledger. 

The student should note that when a dealer accepts a bill drawn 
on him, his liability to the creditor on personal account in respect of 
the amount for which such bill is drawn is discharged, and, therefore, 
from the standpoint of Book-keeping, the personal account of the creditor 
should be closed and the liability arising from the accepting of Bill 
Payable will now appear on the Bills Payable Account. 

BILLS PAYABLE ACCOUNT 

The Bills Payable Account, representing as it does the liability of 
the trader in respect of the bills accepted by him, will always show 
a credit balance, if any. The credit balance of this account on any 
one particular date must agree with the total amount worth of Bilk 
Payable unmatured as ascertained from the Bills Payable Book. 

DISHONOUR OF BILLS PAYABLE 

When a Bill Payable is dishonoured, the following entry would be 
made through the Journal: — 

Debit Bills Payable Account and credit the person on whose 
account it was accepted. 

This means a cancellation of the entry that had been originally 
passed when the Bill Payable was accepted. 

RENEWAL OF BILLS PAYABLE 

When a Bill Payable is renewed, the following entries would be 
necessary :— • 

1. Debit Bills Payable Account, and credit the person on whose 
account the Bill was accepted. 

This entry would be passed through the Journal to write back 
the cancelled Bill. 

2. The record of the new acceptance would be passed through 
the Bills Payable Book in the same manner as other acceptances. 

RETIRING BILL PAYABLE UNDER DISCOUNT 

When a Bill Payable is paid before the due date, it is said to have 
been “ retired under discount ”, as the party making the payment would 
naturally receive some discount. 

The entry would be passed on the credit side of the Cash Book 
under the heading Bills Payable Account, the amounts being shown 
in the Bank and Discount Columns. The posting would then be to the 
debit of Bills Payable Account. 

Example 19 c 

Enter the following transactions in the Bills Receivable and Bills Payable 
Books and post the same in the Ledger:— 

. 1941 * 

(1) Jan. 7 Received from S. Mittra bill duly accepted for Rs. 1,325, dated 

January 4, payable 3 months after date. 

(2) „ 9 Accepted S. warden’s draft for Rs. 970 at 2 months. 

** [Could, on page 84. 



BILLS RECEIVABLE BOOK 
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S. M11THA 


Ra. a. p.l 1941 

I Jan. 7 By Bills 
I j Receivable ... 

S. WARDEN 


Cr. 


I 

Ra. a.|p. 


11,325 1010 
Cr. 



1 

1 I 

1941 

Ra. a. Ip. 

1 Ra. la. 

Jan. 9 To Billa Payable... 

970 0 0 

! 1 


P. PRADHAN 


Cr. 


Ra. a. p. 



I Ra. a. p. 1941 
j j Jan. 21 By Billa 


Receivable ... 


C. CHICHGAR 


Re. ja. p. 
310 lo 0 
Cr. 
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Dr. RECEIVABLE ACCOUNT Cr. 


1941 

I 

j 

1 

Re. 

L 

IpJ 




Re. 

J 

P- 

Jan. 31 | 

To Sundries 

! 

2,735 

1 

i 





i 


Dr. 

BILLS PAYABLE ACCOUNT 
* 


< 

2r. 


i 


Rs. 

a. 

p. 

1941 



Rs. 

a. 

> 

P. 


i 





Jan. 31 

By Sundries ... 


1,995 

0 

1* 


Hie above transactions, if journalised, would appear as under:— 


JOURNAL 



1941 


• 

L.F. 

Rs. 

Ra. 

(1) J«L 

7 

Bills Receivable Account ... ... Dr. 

To S. Mittra 

(Bill received from 8. Mittra duly accepted) 


1,325 

1,325 

(2) 

n 

9 

S. Warden... ... ... ... Dr. 

To Bills Payable Account 
(S. Warden’s draft accepted) 


970 

• 

970 

(3) 

M 

13 

P. Pradhan ... ... ... Dr. 

To Bills Payable Aooount 
(P. Pradhan’s draft accepted) 


390 

390 

(4) 

99 

15 

Bills Receivable Account ... ... Dr. 

To R. Limji 

(Bill received from R. Limji duly accepted) 


250 

250 

(5) 

»» 

18 

S. Parker ... ... ... ... Dr. 

To Bills Payable Aocount 
(Bill drawn by 8. Parker accepted) 

| 

420 

* 

420 

(6) 


21 

Bills Receivable Account ... ... Dr. 

To Q. Ghosh 

(Bill received from G. Ghosh) 


310 

310 

(7) 

»» 

22 

Bills Receivable Account ... ... Dr. 

To C. Chichgar , 

(A. Vakil’s acceptance received from C. Chichgar) 


200 

< 

200 

(8) 

rt 

23 

Bills Receivable Aooount ... ... Dr. 

i To R. Kan pa 

(Bill reoeived from R. Kanga duly accepted) 


300 

1 300 

(9) 

»» 

27 

Bills Receivable Account ... ... Dr. 

To C. 8hah 

(Bill drawn by M. Mayer and accepted by 

P. Parson, received from C. Shah) 


350 

350 

(10) 

n 

31 

R. Robert... ... ... ... Dr. 

To Bills Payable Aooount 
(My acceptance given to R. Robert) • 


215 

215 

l 

t 

I 




s» 

Ra 

4,730 

; 4,730 
* 

'» 
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(3) Jm^l3 P. Pradhan drew on me at 3 months' date a»f I aocnpted hi* 

(4) „ 14 Drew on R. Limji at one month for Rs. 250 and he accepted next 

* (5) „ ‘ 18 Gave my acceptance at 2 months lor Rs. 420 to S. Parker. 

/«) 21 Received from G. Ghosh his acceptance for Rs. 310 at 2 months. 

(7) ” 22 Received from C. Chichgnr, A. Vakil’s acceptance for Rs. 200 

at 3 months from 17th January. 

(8) . 23 R. Kanga accepted my draft at one month for Rs. 300. 

(9) " 27 Received from C. Shah bill for Rs. 350, dated January 20 accepted 

■ by P. Parson and drawn by M. Mayer, payable two months 

after date. _ , . 

t (10) » 31 Gave my acceptance for Rs. 215, at one month to R. Robert. 

Example 20 

Enter the following transactions in their proper Subsidiary Books 
* 1941 * 

Jan. 2 Received from P. Mistry his Acceptance at 2 months for Rs. 900. 

„ 10 J. Kanga drew on me for Rs. 750 and I accepted his draft at 1 month. 
n 15 R. Rustom accepted my draft at 2 months for Rs. 500. 

„ 27 Discounted P. Mistry’s Acceptance receiving Rs. 880. 

„ 28 Smith & Co. accepted my draft for Rs. 300 at 2 months. 

Feb. 1 Accepted B. Bhimji’s draft for Rs. 800 at 1 month. 

„ 3 Gave W. Wilson R. Rustom’s Acceptance in Settlement of his account. 

„ 13 Bill Payable, due this date in favour of J. Kanga, duly paid. 

„ 15 Received Cash for Demand Draft Rs. 1,650 from Swift & Co. 

„ 20 Received from C. Shah his Acceptance at one month for Rs. 450. 

Mar. 1 Renewed my Acceptance in favour of B. Bhimji for Rs. 800. Paid 
• him cash Rs. 430 including Rs. 30 for interest and accepted his 
new draft for Rs. 400 at 2 months. 

„ 5 P. Mistry’s Acceptance returned dishonoured by Bank. 

„ 10 Discounted C. Shah’s Acceptance receiving in Cash Rs. 435 discount 
charged Rs. 15. 

„ 18 W. Wilson returned to us R. Rustom’s Acceptance dishonoured; Noting 
charges paid by him Rs. 20. 

• „ 19 Paid W. Wilson to settle his account for Rs. 520 including Rs. 20 for 
Noting charges. 

„ 23 C. Chavan drew on me at 2 months for Rs. 550 and I accepted his draft. 
„ 25 Drew on H. Hari at 2 months for Rs. 950 which he accepted. 

„ 31 Smith & Co. dishonoured their Acceptance. 

Apr. 21 Renewed H. Hari’s Acceptance for Rs. 950. He paid Rs. 300 in Cash 
and drew on him another bill for Rs. 690, including Rs. 40 for 
interest, at 2 months. 

Dr. CASH BOOK Cr. 




















am 
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1941 


L.F. 

Be. 

Ra. 

Feb. 3 

W. Wilson ... ... ... ... Dr. 

To Bills Receivable Account 
(R. Hus to in’s aooeptance endorsed over to W. 

Wilson in settlement of his account.) 


800 

500 

Mar. 1 

Bills Payable Aocount ... ... ... Dr. 

To B Bhimji 

(Being the entry for the cancellation of our Bill 
payable to B. Bhimji.) 


800 

800 

18 

j 

» 

i 

R. Ruatom ... ... ... ... Dr. 

To W. Wilson 

(R. Rustom's acceptance returned dishonoured by 

W. Wilson and Noting charges thereon.) 


520 

520 

» 31 

# 

Smith A Co. ... ... ... ... Dr. 

To Bills Receivable Account 
(Being the entry for dishonour of Smith A Co’s 
acceptance.) 


300 

300 

April 21 

H. Hari ... ... ... ... Dr. 

To Bills Rereivablo Account 
(Being the entry for the cancellation of old bill.) 


950 

950 


H Hari ... ... ... ... Dr. 

To Interest Aocount 

(Being the entry for interest charged to H. Hari.) 


40 

40 

The above transactions, if journalised, will appear as under:— 




JOURNAL 



1941 
Jan. <2 

Bills Receivable Aooount... ... ... Dr. 

To P. Mistry 

(Being the entry for Bill received from P. Mistry.) 

L.F. 

Ra. 

900 

Ra. 

900 

10 

J. Kanga ... ... ... ... Dr. 

To Bills Payable Account 
(Being my acceptance given to J. Kanga.) 


750 

750 

„ 15 

Bills Receivable Aooount... ... ... Dr. 

To R. Ruatom 

(R. Rustom's acceptance received.) 


500 

500 

„ 27 

1 

Cash ... ... ... ... Dr. 

Discount ... ... ... . 

To Bills Receivable Aooount 
(P. Mistiy's Bill discounted.) 


880 

20 

900 

* 28 | 

j 

Bills Receivable Aooount... ... ... Dr. i 

To Smith A Co. , | 

(Being the entry for the receipt of Smith A Co’s 
acceptance.) j 

300 

300 

Feb. 1 j 

B. Bhimji ... ... ... ... Dr. 

To Bills Payable Aooovnt 
(Being the entry for the acceptance of B. Bhimji’s 
draft.) 


800 

800 

3 

W. Wilson ... ... ... ... Dr. ! 

To Bills Receivable Aooount ! 

500 

! 

500 


(R. Rustom’s acceptance endorsed over to W. 
Wilson.) 








ana, transactions 
JOUHNAL-(Co«6L) 


m 


Fob. 13 

Bills Payable Aooount ... ... ... Dr. 

To Caoh 

(Bill Payable due this date paid.) 

L k F. 

Re. 

750 

Rs. 

750 

w 15 

Cash ... ... ... ... Dr. 

To Swift A Co. 

(Cash received for Demand Draft from Swift A Co.) 


1,650 

1,650 

; 

„• 20; 

Bills Receivable Acoount... ... ... Dr. 

To C. Shah 

(C. Shah's aooeptanoe reoeived.) 


450 

450 

Mar. 1 

Bills Payable Acoount ... ... ... Dr. 

To B. Bhimji 

(Being the entry «for cancellation of our Bill 
payable to B. Bhimji.) • 


800 

i 

i 

; 

800 

\ 

ft M 

l 

B. Bhimji ... ... ... ... Dr. 

Interest Acoount ' ... ... . 

To Cash 

(Being the cash paid in part payment of the old bill 19 

including Rs. 30 for interest.) 


400 

30 

430 

f» It 

B. Bhimji ... ... ... ... Dr. 

To Bills Payable Account 
(Being the amount of fresh acceptance.) 


400 

400 

.. 5 

P. Misiry ... ... ... ... Dr. 

To Cash 

(P. Mistry’s acceptance returned dishonoured by 
Bank.) 


. 900 

900 

„ 10 

Cash ... ... ... ... Dr. 

Discount ... ... ... ... w 

To Bills Receivable Account 
(C. Shah’s acceptance discounted.) 


435 

15 

450 

• 

.. 18 

R. Rustam ... ... ... ... Dr. 

To W. Wilson 

(R. Rustom’s acceptance returned dishonoured by 

W. Wilson and Noting oharges paid by him.) 


520 

520 

„ 19 

W. Wilson ... ... ... .. Dr. 

To Cash 

(Cash paid to W. Wilson in settlement of his account.) 


520 

| 

520 

„ 23 

C-®»avan ... ... ... ... Dr. 

To Bills Payable Account • 

(C. Chav an'a draft accepted.) 


E 

550 

„ 25 

Bills Receivable Account... ... ... Dr. 

To H. Hari 

(Being the entry for H. Hari’s acceptance.) 


i i 

950 

950 

31 

Smith A Co. ... ... ... ... Dr. 

To Bills Receivable Aooount 
(Entry for the dishonour of Smith A Co.’s aooeptanoe.) 


300 

300 

Apr. 21 

H. Hari ... ... ... • ... Dr. 

To Bills Receivable Acoount 
(Being the cancellation of the old bill) 


950 

950 

»» ft 

i 

l 

i 

j 

Cash ... ... ... ... Dr. 

To H. Hari 

(Being the amount reoeived in part satisfaction of 
the old bill) . m 


300 

300 
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JOURNAL— (Contd.) 


1941 


L.F. 

Rs. 

Rs. 

Apr. 21 

Bills Receivable Account... ... ... Dr. 


090 



To Interest Account 



40 


„ H. Hari 



650 


(Being the amount of the new acceptance,) 





Example 21 

A Bill for Rs. 1,000 ia drawn by X on Y and accepted by the latter payable 
at the Bank of India. The Bill is then met on the due date. Show what entries 
would be passed in the Books of X under each of the following circumstances:— 

1. If he retained the Bill till the due date and then realised it on maturity; 

2. If he had discounted the same with his bankers for Rs. 970; 

3. If he had endorsed it over to his creditors Dutt & Co. in settlement of 

his debt; 

4. If he had sent the same to his bankers for collection. 


ENTRIES IN THE BOOKS OF k 


I. 

Bank Account... ... ... ... Dr. 

To Bills Kesejvable Account 
(Being the amount of the bill realised on maturity.) 

L.F. 

Rs. 

1,000 

Rs. 

1,000 

2. 

Bank Account... ... ... ... Dr. 

Discount Account ... ... ... „ 

To Bills Receivable Account 
(Being the amount realised oa discounting the bill.) 

. 

970 

30 

1 

i 

1,000 

1 

3. 

Dutt A Co. ... ... ... ... Dr. 

To Bills Receivable Account 
(Being the endorsement made in favour of Dutt A 

Co. in full settlement of debt.) 

i 

i 

1,000 

1 

1,000 

4. 

«, 

(a). At’the time of sending the Bill Receivable to 

Bank for Collection : — 

Bank for Collection of Bills Account ... Dr. 

To Bills Receivable Account 
(Being the transfer of the Bill made to Bankers for | 

collection.) 

i 

1,000 

1,000 

Exampl 

Stab 
tire abov 

(b) On receipt of information from Bankers as to 
the collection of the Bill on due date:— 

Bank Account... ... ... ... Dr. ■ 

To Bank for Collection of Bills Account 

ie 22 

i what further entries would be passed in the books 
e circumstances, if the Bill was dishonoured on the di 

ENTRIES IN THE BOOKS OF X 

i - - ... 

of 2 
ie ds 

1,000 

£ under 
ite. 

1,000 

each of 

L 

Y ... ... ... Dr. 

To Bills Receivable Account 
(Neing the dishonour pf the acceptance by him.) 

i 

L.F. 

Rs. 

1,000 

Rs. 

1,000 

2. 

7 ... ... ... ... Dr. 

To Bank 

(Being the payment made by us to our Bankers on 
dishonour of the Bill after the same had been dis* 
counted by us.) 

1 

1,000 

1,000 

3. 

* ... ... ... ... Dr. 

To Dutt A Co. 

(Being the dishonour of the Bill after it had beat 
endorsed in favour of our creditors.) 


1,000 

1,000 











bxzx transactions 


Note—If Dutt It Co tnshrt on bring pnM immediately and on a payment being 
made to them, the entry would be 



**sr **• **• 

To Bank 

L.F 

Rsl 

1,000 

Rs. 

1,000 

4. 

Y ... ... ... Dr. 

To Bank for Collection of Bills Account 
(Being the entry for the dishonour of the Bill after 
the same had been sent to Bankers for collection) 



1/100 


Example 23 

P draws a Bill for Rs. 400 on Q. Q accepts it and duly returns it to P. 
P endorses it over to R and R endorses it to S. The latter discounts it receiving 
Rs. 390 in cash. The Bill is then dishonoured on due date, the Noting charges 
incurred by the bankers amounting to Rs. 10. Pass the necessary Journal Entries 
in the books of all the parties concerned, assuming that the bill is taken up by 
P on dishonour. 


ENTRIES IN Fs BOOKS 


Bills Receivable Aooount 

ToQ 

(Being the acceptance received from him.) 

... Dr. 

L.F. 

.8 

P5 '* 

__1_ 

Rs. 

400 

R ... ... 

To Bills Receivable Account 
(Being the endorsement made in favour of R.) 

... Dr. 


400 

400 

Q ... «.* ... Dr. 

To Bank 

(Being the amount paid with Noting charges on dishonour 
of the Bill by Q.) 


410 

i 

*10 


ENTRIES IN Q’s BOOKS 


P 

To Bills Payable Aooount 
(Being t he acceptance given to P.) 

*•» 

... Dr. 

1 

L.F. 

Rs. 
400 ! 

Rs. 

400 

* 

Bills Payable Account ... ... ... Dr. 

Notarial Charges ... ... ...* „ 

ToP 

(Being the entry for the dishonour of our acceptance to P.) 


400 

10 

i 

410 


ENTRIES IN R’s BOOKS 


Bills Receivable Account ... ... • ... Dr. 

ToP 

(Being the entry for receiving a bill endorsed in our favour 
from P.) • 

g 

Rs. 

400 

Rs. 

400 

8 ... ... ... Dr. 

To Bills Receivable Account 

(Being the endorsement of the biQ in favour of 8.) gt 

1 

400 

400 
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ENTRIES IN THE BOOKS OF S 



L.F. 

Re. 

Rs. 

Bills Receivable Account ... ... ... Dr. 

ToR 

(Being the entry for receiving a bill endorsed in our 
favour by R.) 

. 

400 

400 

Bank ... ... ... Dr. 

Discount ... ... ... „ 

To Bills Receivable Aooount 

(Being the entry for discounting the Bill with the Bankers.) 

i 

390 

10 

j 400 


Note .—No further entry need be passed in the books of S, as the bankets have 
been paid by P. 


ACCOMMODATION QILLS 

The one method which provides a ready means to traders of some 

standing to raise money on the credit of one another is by means of 

Accommodation Bills. 

«. 

An Accommodation Bill is a Bill of Exchange for which no con¬ 
sideration has been given by the drawer to the acceptor, but which 
has been drawn and accepted by the parties concerned for their mutual 
accommodation with a view to raise money by negotiating it. 

In an Accommodation Bill, the drawer and the acceptor are not 
liable to each 6ther, but an endorsee who is a holder for value can hold 
the acceptor or drawer liable upon it. In other words, to the outside 
world, the liability of the parties to an Accommodation Bill is just the 
same as in the case of an ordinary Bill of Exchange, as there is 
nothing on the face of it to distinguish it from any other Bill of 
Exchange. 

The entries in the Books of the parties to an Accommodation Bill 
are made on just.the same lines as in the case of any other Bill of 
Exchange. The only point worth noting in Accommodation Bills is • 
that inasmuch as the proceeds realised from the negotiation of such 
bills are divided between the drawer and the acceptor, it is necessary 
to see that the loss arising from the discounting of such bills is borne 
by both the parties in the same proportions in which they divide the 
proceeds. 

Example 24 

For the mutual accommodation of X and Y, X accepts a bill) drawn on him 
by Y, for three months for Rs. 3,000 on 1st January 1941. Y discounts the Bill 
immediately for Rs. 2,700 and remits one-third of the proceeds to X. Before 
the Bill becomes due, Y remits the balance due to X, in order to enable the latter 
to meet the Bill. X meets die Bill on the due date. 

Pass the necessary entries and show the Ledger Accounts concerned in the 
books of X and Y. 


ENTRIES IN THE BOOKS OF X 


) 

| 

, ...» 



L.F. 

Rs. | Rs. 

t . 

1-1-41 t Y’s Aooount 

• •• 

,,, 

... Dr. i 


3,000 ! 


To Bills Payable Account j 3,000 

(Being the amount of a Bill Payable drawn by Y ! . | 

accepted by us f£tis day.) ■ 





snxTiuutaAcxioKa & 


ENTRIES IN TBS BOOKS OF X-(Conld.) 


2-1-41 

Bank Account ... ... ... Dr. 

To Y’s Account 

(Beingthe amount received from Y representing 
one-third of the net proceeds realised on dis- 
oo on ting of the BiiL) 

L.F. 

Ba. 

900 

Ba. 

900 

•9 

Discount Aooount ... ... ... Dr. 

To Y’b Aooount 

(Being the amount of diaoount to be borne by us.) 

i 

100 

100 

1-4-41 

Bank Aooount ... ... ... Dr. 

To Y’s Aooount 

(Being the amount of the balance of the bill payable 
reoeived from Y in settlement of hia aooount.) 


2,000 

2,000 

4-4-41 

Bills Payable Aooount ... ... ... Dr. 

To Buk 

(Being the amount paid in settlement of the bill 
payable aooepted by us on 1-1-41.) 

i 

3,000 

3,000 


LEDGER ACCOUNTS 

Y’s ACCOUNT 


1-1-41 

i 

To Bills Payable ...j 

Ba. 

3,000 

2-1-41 

2-4-41 

By Bank 
„ Discount 
.. Bank 

• 

• s • 

• e • 

Ba. 

900 

100 

2,000 


Ba. 

3,000 


a 

Bs. 

3,000 


BILLS PAYABLE ACCOUNT 


4-4-41 

To Bank 

Bs. 

3,000 

1-1-41 

By Y’s Aooount 

Ba. 

3,000 

j 

j Bs. 

3,000 


Be. 

3,000 


DISCOUNT ACCOUNT 






» 

3-1-41 

To Y’a Account 

i 

Ba. 

100 


• 


ENTRIES IN THE BOOKS .OF Y 


1-1-41 

BiltaBeoeivableAccount... ... ... Dr. 

To X’e Account * 

(Being the amount of an acceptance reoeived from 

X this day.) 

L.F. 

Bs. 

3,000 

Bs. 

3,000 

2-1-41 

Bank ... ... ... Dr. 

Discount Aooount ... ... ... „ 

To Bills Receivable Account 
(Being the amount realised by discounting the Bill.)* 


2,700 

300 

1 

3,000 
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ENTRIES IN THE BOOKS OF Y —(Contd.) 


2-1-41 

X'sAeoounfc ... ... ... ... Dr. 

To Bank 
„ Discount 

(Being the amount representing one-third of the 
proceeds of the Bill Receivable paid to X, and 
the proportionate discount charged to him.) 

L.F. 

Re. 

1,000 

Re. 

900 

100 

1-4-41 

X’s Account ... ... ... ... Dr. 

To Bank 

(Being the balance paid to X in settlement of his 
account.) 

t 

, 

2,000 

1 

2,000 


LEDGER ACCOUNTS 

X'a ACCOUNT 



1 

Rs. 


! By Bills Receivable 

Rs. 

2-1-41 

To Bank 

900 

1-1-41 


3,000 


„ Discount ...! 

100 




1-*41 

„ Bank * 

2,000 





Rs. 

3,000 


Rs. 

3,000 


BILLS RECEIVABLE ACCOUNT 




Rs. 



Rs. 

1-1-41 

To X’s Account 

3,000 

2-1-41 

By Bank ...1 

2,700 





„ Discount 

300 

| 

Rs. 

3,000 

: 

Rs. 

3,000 


DI! 

SCOUN1 

: ACCOUNT 




Rs. 


' 

Rs. 

2-1-41 

To Bills Receivable 

300 

2-1-41 

By X’s Account 

100 


Example 25 

On 10th January 1941, P. Sitaraxn accepted a two months Bill for Rs. 2,0001~ 
for the accommodation of the drawer S. Jairam. The Bill is discounted by Jairam 
with his bankers for Rs. 1,875|-. On the due date, Jairam pays to Sitaram Rs. l.OOOj- 
by cheque and gives a three months Bill- for Rs. 1J50|- including interest Sitaram 
honours the Bill drawn on him, and retains the acceptance of Jairam which is 
duly met at maturity. Show the Journal Entries and the Ledger Accounts in the 
books of both the parties., 

JOURNAL ENTRIES IN THE BOOKS OF P. SITARAM 


1941 
Jan. 10 

0 

8. Jairam 

To Bilia Payable Account 
(Being acceptance of 8. Jairam’s Bill) 

... Dr. 

L.P. 

Rs. 

2,000 

Rs. 

2,000 

Mar, 13 

Bank Account *■ 

To 8. Jairam 

(Being the amount received from S. Jairam.) 

... Dr. 


1,000 

l 

1,000 

»* n 

Bills Receivable Account 

To S. Jairam 
„ Interest 

(Being 8 . Jalmq^s aooeptanoe of our BilLK " 

... Dr. 


1,150 

; 











MU. TRANSACTIONS 


JOURNAL ENTRIES IN THE ROOKS OF P. SITARAM--(Contd.) 


1941 
Mar. 13 

Billa Payable Amount ... ... ...Dr. 

To Bank 

(Being the payment of the Bill on due date.) 

| 

Be. 

2,000 

Be. 

2,000 

June 16 

Bank ... ... ... ... Dr. 

To Billa Receivable Account 
(Being the amount received on maturity of the 

Bill) 

1 

1,150 

1,150 

i 


LEDGER ACCOUNTS IN THE BOOKS OF P. SITARAM 

Dr. S. JAIRAM’S ACCOUNT Cr. 


1941 


Rs. 

1941 

• ! 

Ra. 

Jan. 10 

To Billa Payable 


Mar. 13 

By Bank 

1,000 


Account ...i 

2,000 


„ Bills Receivable i 






Account 

1 

1,000 


Ra. | 

2.000 


* Rs. 1 

2,000 

Dr. 

BILL! 

1 PAYABLE ACCOUNT 

Cr. 

1941 


Ra. 

i 

1941 j 

i 

Rs. 

Mar. 13 

| To Bank 

2,000 

Jan. 10 

By S. Jairam 

2,000 


{ Ra. 

2,000 


Ra. 

2,000 

Dr. 

bills: 

RECEIVj 

ABLE AC 

1COUNT 

Cr. 

1941 


1 

! Re - 

1941 

• 

Ra. 

Mar. 13 

ToS. Jairam 

1,000 

June 16 

By Bank 

1,150 


„ Interest 

1 150 





Rs. 

l 1,150 

1 -- 


Ra. 

1,150 


JOURNAL ENTRIES IN THE BOOKS OF S. JAIR AM 


1941 
Jan. 10 

— r-— - •" ■ ■■— 

Bills Receivable Account ... . 

To P. Sitaram 

(Being the amount of the Bill accepted by 

P. Sitaram.) * 

... Dr. 

_i 

L.F. 

Rs 

2,000 

Rs. 

2,000 

» I* 

Bank Account ... ... ...Dr. 

Discount Account ... ... ... „ 

To Bills Receivable Account 
(Being the amount received from Bankers pn dis¬ 
counting the Bill.) 


1,875 

125 

i 

2,000 

Mar. 13 

P. Sitaram 

To Bank 

(Being the amount paid to P. Sitaram.) # 

... Dr. 


1,000 

1,000 

n n 

P. Sitaram 

Interest ... ... ... 

To Billa Payable Aooount 
(Being the amount of the Bill accepted by us.) 

... Dr. 

... • „ 


1,000 

150 

i;i5o 

Jane 16 

Bills Payable Account ... . ... 

To Bank 

(Being the payment of the Bill on due data.) 

... Dr. 

0 



1,150 
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LEDGER ACCOUNTS IN THE BOOKS OF S. JAJQEtAM 

Dr. P. SXTABAM’S ACCOUNT Cr. 


.1941 
Mar. 13 

99 99 

To Bank 
„ Bills Payable 
Account 

Rs. 

1,000 

1,000 

1941 
Jan. 10 

t 

By Bills Receivable 
Account 

Rs. 

2,000 


Rf. 

t 

2,000 

• 

Rs. 

2,000 


BILLS RECEIVABLE ACCOUNT 


1941 

1 

' 

Rs. 

1941 


i 

; Rs. 

Jan. 10 

To P. Sitaram 

2,000 

Jan. 10 

By Bank 

! 1.875 




99 99 

„ Discount ...1 

1 125 


Rs. 

2000 

| 

Rs. 

! 

2,000 


Dr. BILLS PAYABLE ACCOUNT Cr. 


1941 


Rs. 

! 

1941 : 

Rs. 

June 15 s 

To Bank 

1,150 

Mar. 13 j By.P. Sitaram 

1,060 




„ „ i „ Interest 

150 

i 

| 

Ra. 

1,150 

Rs. 

1.150 


Example 28 

On 15th January 1941, B. Shroff accepts a two months Bill for Rs. 2,200|- drawn 
by A. Haridas for the mutual accommodation of both. The latter then discounts 
the Bill with his bankers < for Rs. 2,0001- and the proceeds are shared equally 
between the parties, but Haridas fails to pay Shroff his share of the amount, and 
instead accepts a two months Bill of the amount due by him including interest 
at 6 l p*c. per annum. This Bill is then met by Haridas on the due date. Show by 
Journal Entries and the Ledger Accounts the record of these transactions in the 
Books of both the parties concerned. 


JOURNAL ENTRIES IN THE BOOKS OF A. HARIDAS 


1941 
Jan. 15 

Bills Receivable Account ... ... Dr. 

To B. Shroff 

(Being the amount of Bill accepted by B. Shroff.) 

L.F 

i 

< i 
1 

Rs. 

2,200 

Ra. 

2,200 

99 99 

Bank ... ... ... ... Dr. 

Discount ...' ... ... ... „ 

To Bills Receivable Aocount 
(Being the amount received from the bankers on 
discounting the Bill) 

! 

i 

} 

2,000 

200 

2,200 

99 99 

B. Shroff . ... ... Dr. 

To Bank 

Discount 

(Being our remittance of half the proceeds to 

B. Shroff—half the discount being charged to him.) 


1,100 

1,000 

100 

Mar. 18 

B. Shroff ... ... ... ... Dr. 

Interest . ... ... «.,„ 

To Bilia Payable Account 
(Being the amount of the BOl accepted by us.) 


UOO 

11 

1,111 

May 21 

i 

! Bills Payable Account ... ... , » ... Dr. 

To Bank * 

, (Being the Payment of the Bill on the due date.) 

j 

1,111 

1,111 






• ' Toim amrAwa 05 


ueaGBR ACCOUNTS IN THE BOOKS OF A. HAREDAS 

Dr. B. SHROFFS ACCOUNT Cr. 


1941 


Ra. 

1941 



Ra. 

Jan. 15 

To Bank 

1,000 

Jan. 15 

By Bilk Receivable J 



„ Dkoouat 

100 


Account 

...i 

2^00 

l&r.l8 

„ Bilk Payable Aooount 

1,100 






Ra. 

2^00 



Ra. 

2,200 

Dr. 

BELLS ! 

RBCETVi 

&BUC At 

XOUNT 


Cr. 

1941 


Ra. 

1941 



Ra. 

Jan. 15 

To B. Shroff 

i 2,200 

Jan. 15 

i By Bank 

...i 

2,000 


r 

; 

M M 

| „ Discjunt 

i 

« • e 

200 


Ra. 

1 

2,200 


- • 

i 

i 

Ra. 

2,200 

Dr. 

BILLS PAYAJ 

BLE ACCOUNT 


Cr. 

1941 


i 

| Ra. 

1941 

• 

1 

! 

Ra. 

May 21 

To Bank 

! LIU 

Mar. 18 

; By B. Shroff 

...! 

1,100 

i 

i 

! 

9* •» 

„ Interest 


11 

i 

1 

| Ra. 

j l.ui 



Ra. 

1 Uli 


JOURNAL ENTRIES IN THE BOOKS OF B. 

. SHROFF 


1941 





L.F. 

Ra. 

Ra. 

Jan. 15 

A. Haridaa 


mmm 

... Dr. 


2,200 



To BillB Payable Account 




• 2,200 


(Being the amount of the Bill accepted by ua.) '< 



\ 


Bank 



... Dr. ! 


1,000 

♦ 


Discount 

... 

• > • 



100 



To A. Haridaa 



" 1 



1,100 


(Being the amount received from, A. Haridaa for i 





half the proceeds of the above Bill and half the 





interest charged to us.) 


1 

1 

f 

1 

Mar. 18 

Bills Payable Account 

• • • 

... 

... Dr. 


2,2no 

1 

\ 


To Bank 






i 2,200 


(Being the payment of the Bill on the due date.) 



j 


Bill* Receivable Account ... 

• • • 

... Dr. 


1,111 



To A. Haridaa 


• 




j 1,100 


„ Interest 



• 



i 11 


j (Being the amount of the Bill accepted by A. Haridaa.) 



1 

May 21 

Bank 



... Dr. 

! 1,111 

1 

1 

1 


To Bills Receivable Account 



i ! 

1 1,111 


1 (Being the amount reoeived on maturity ofthe Bill.) 

i ! 

i 

LEDGER ACCOUNTS IN THE BOOKS OF 1 

• SHROFF 

Dr. 

A. HARIDAS* ACCOUNT 

r -— - ■ ■ ——————»■■ — .-*-* 


Cr. 


1941 
Jan. 15 

To Bilk Payable Account 

Ra. 

2,200 

1941 
Jan. 15 

*» H 

Mar. 18 

■t- -' 1 -- 

j 

ByBapk 
„ Discount 
„ Bilk Receivable 
Account 

Ra. 

1,000 

100 

1,100 


Ra. 

24SOO 


s» Ra. 

2,200 

i-- 
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Dr. 


BILLS PAYABLE ACCOUNT 


Cr. 


1941 


Rs. 

1941 


1 

Rs. 

Mar. 18 

To Bank 

2,200 

Jan. 15 

By A Haridas ... 

2,200 


Rs. 

2,200 


Rs. 

2,200 

Dr. 

BILLS : 

RECEIVi 

ABLE Al 

dCOUNT 

Cr. 

1941 


Rs. 

1941 


Re. 

Mar. 18 

To A. Haridas 

1,100 

May 21 

By Bank 

i,iii 

•» M 

„ Interest 

11 


i 



‘ *«• 

1,111 


! Rs. 

i,m 


| 



1 



Example 27 

For the mutual accommodation of both the parties, on 10th March 1941, A. Sen 
draws on B. Naidu a four months Bill for Rs. 3,0001- and discounts the same with 
his bankers at 6 p.c. per annum. On the same date and for a similar purpose, 
Naidu draws a four months Bill for Rs. 4,000|- on Sen, and after securing accep¬ 
tance, discounts the same with his bankers at the rate of 6 p.c. per annum. Sen 
meets his acceptance on the due date, but Naidu becomes bankrupt on maturity, 
and a dividend cf 4 annas in the Rupee is paid from his Estate on his debts. Show 
by Journal Entries and the Ledger Accounts how the transactions would be 
recorded in the books of both the parties. 


JOURNAL ENTRIES IN THE BOOKS OF A. SEN 


1941 


L.F. 

Rs. 

Rs. 

Mar. 10 

BiUa Receivable Account... ... ... Dr. 

To B. Naidu 

(Being the amount of the Bill accepted by B. 
Naidu.) 


3,000 

3,000 

•1 If 

Bank ... ... ... ... Dr. 

Discount ... ... ... ... „ 

To Bills Receivable Acoount 
(Being the amount reoeived on discounting the 
above Bill) 

1 

2,940 

60 

3,000 

If 99 

B. Naidu ... ... ... ... Dr. 

To Bills Payable Acoount 
(Being our acceptance of B. Naidu's Bill.) 


4,000 

4,000 

July 13 

Bills Payable Acoount ... ... ... Dr. 

To Bank 

(Being payment of the Bill on maturity.) 


4,000 

4,000 

M If 

B. Naidu ... ... ... ... Dr. 

To Bank K 

(Being the amount paid by us on account of 
Naidu's failure to meet his acceptance due to 
his bankruptcy.) 


3,000 

3,000 

« m 

Bank ... ... ... ... Dr. 

To B. Naidu 

(Being the amount reoeived as final dividend of 

4 annas in the Rupee from Naidu’s Estate.) 



1,000 













LEDGER ACCOUNTS IK THE BOOKS OF A. SEN 


Dr. B. NAJODirS ACCOUNT Cr. 


1941 
Mar. 10 
July 13 

To Bills Payable Account 
m Batik 

Be. 

4.000 

3,000 

1941 
Mar. 10 

July 13 

Pf H 

By Bills Receivable 

Account ... 

„ Bank 
„ Balaam c/d. 

Ra 

3400 

1,000 

3,000 


Ra 

7,000 


Rs. 

7,000 


i To Balanoe b/d. 

3,000 





Note.—Hie debit balance on Naidu’s Account, being not recoverable, will have 
to be written off as a Bad Debt as explained in a subsequent Chapter. 

Dr. BILLS RECEIVABLE ACCOUNT Cr. 


1941 
Mar. 10 

To B. Naidu 

• • • 

Ra. 

3,000 

1941 
Mar. 10 

M » 

• 

By Bank 
„ Discount 

... 

Ra. 

2,940 

60 



Ra. 

3,000 



Ra 

3,000 


Dr. BILLS PAYABLE ACCOUNT * Cr. 


1941 

Rs 

1941 

! 

Ra. 

July 13 To Bank 

4,000 

Mar. 10 

By Naidu 

4,000 

Ra. 

4,000 


Ra. 

4,000 


JOURNAL ENTRIES IN THE BOOKS OF B. NAIDU 


1941 
Mar. 10 

A. Sen ... ... ... ... Dr. 

To Bills Payable Account 
(Being the amount of the Bill accepted by us.) 

L.F. 

Ra. 

3,000 

Ra. 

3,000 

M *» 

Bills Receivable Amount... ... .* Dr. 

To A Sen 

(Being the amount of the Bill accepted by A, Sen.) 


4,000 

4,000 

Vi VS 

Bank ... ... ... ... Dr. 

Discount ... ... ... ... „ 

To Bills Reoeiveble Account 
(Being the amount reoeived on discounting the Bill) 


3,920 

80 

4,0Qp 

July 13 

Bills Payable Account ... ... ... Dr. 

To A. Sen 

(Being the reverse entry on dishonour of acceptance 
by us.) 0 

1 

l 

3,000 

3,000 

*» Pt 

A* Sen ... ... ... ... *Dr. 

To Bank 

(Being the payment of final dividend of 4 annas in 
the rupee to A Sen.) » 

i 

1,000 

1400 
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LEDGER ACCOUNTS IN THE BOOKS OF a NAHHJ 

Dr. A. SEN'S ACCOUNT Cr. 


1941 
Uar. 10 
July 13 

H 99 

To Bills Payable Account 
„ Bank 
„ Balance o/d. 

Rs. 

3,000 

l/VK) 

3/100 

1941 
Mar. 10 

July 13 

By Bills Receivable 
Account 
„ Bilie Payable 
Aocount 

Re. 

4/100 

3,000 


Rs. 

7,000 


Rs. 

7,000 





By Balance b/d. 

3/100 


Note. —The above credit balance will remain on this account as the whole of 
the books will be dealt with by the Bankruptcy Court. 


Dr. BILLS PAYABLE ACCOUNT Cr. 


1941 

July 13 

To A Sen ... 

Rs. 

3,000 

1941 

Mar. 10 

By A Sen 

Rs. 

3,000 


Rs. 

3,000 


Rs. 

3,000 

Dr. 

BILLS R 

ECEIVA 

BLE AO 

COUNT 

Cr. 

1941 
Mar. 10 

To A. Sea 

Rs. 

4,000 

1941 
Mar. 10 

■ 

By Bank 

Rs. 

3,920 


Rs. 

4,000 

M 99 

„ Discount 

i 

Rs. 

80 

4,000 


Example 28 

On 1st January 1941, Pragji receives two acceptances from Bamji, one for 
Rs. 2,000 payable in 2 months, and the other for Rs. 4,000 payable in 4 months in 
full settlement of account. Both these bills are duly discounted by Pragji with his 
bankers on 3rd January at 5 per cent. 

Before maturity of the first bill, Bamji requests Pragji to assist him in taking 
it up by advancing him Rs. 1,000 in cash and drawing a third bill on him for a like 
amount at 3 months date from the due date of the first bill, plus interest at S per 
cent per annum. Pragji does the needful and discounts the new bill at 5 per cent. 

Just before the maturity of the second bill for Rs. 4,000 Bamji again requests 
Pragji to assist him to the extent of Rs. 2,500. In order to help Bamji, Pragji 
arranges with Bamji to draw on him (Pragji) two Bills for Rs. 1,000 and Rs. 1,500 
at 2 months and 3 months respectively from the due date of the second bill. 
Pragji duly accepts these two bills and delivers them to Bamji, who discounts them 
at 5 per cent. He then duly meets the bill for Rs. 4,000. Pragji also meets his 
two acceptances on maturity. On 30th May Bamji becomes bankrupt leaving his 
third bill unpaid and nothing was recovered from his estate in respect of the claim. 

Make the necessary Journal and Ledger Entries in the books of both the parties 
to record the above transactions. 

BAMJI’S ACCOUNT (IN PRAGJI’S BOOKS) 


1941 


Rs. 

1941 


Rs. 

Jan. 

1 

To Balanae .?. 


■fan. 1 

By Bills Receivable 

Mar. 

1 

„ Bank 

1,000 


Aooount 

6,000 

May 

4 

„ Bills Payable Aeooont 


Mur. 4 

„ Bills Receivable 

June 

7 

„ Bank 

1,012-8 

Aug. 7 

Aooount 
„ Bad Debts 

1,000 

3,512-8 

- 


Re. 

10,512-8 



10,512-8 
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• BUWaACTIOW 


FBAGJPS BOOKS {Journal Entries) 


1941 
Jan, 1 


Mar. 1 


„ 4 


May 4 


June 7 


July 7 


Aug. 7 


Bills Receivable Aooount ... ... Dr. 

To fiaoji v 

' (Being the amount of two billa accepted 
by Ban^ji.) 

UF. 

Rst 

6,000 

s. 

0 

P- 

Q 

ft* 

6,000 

i 

» 

\ 

a. 

0 

Bank Aooount ... ... ... Dr. 


5,916 

10 

8 

i 


Diaoount Aooount ... ... „ 


83 

5 

4 



To Bills Receivable Aooount 





6,000 

0 

(Being the amount received on discounting 







the two bills.) 







Bamji ... ... ... ... Dr. 


1,000 

0 

0 



To Bank 





1,000 

0 

(Being the amount advanced to Bamji.) 

• 




i 


Bills Receivable Aooount ... ... Dr. 


1,012 

8 

0 



To Bamji 





1,000 

0 

Interest 





12 

8 

(Being the acceptance of the third bill 


• 





with interest by Bamji.) 







Bank Account ... ... ... Dr. 


QOO 

13 

6 



Discount Aooount ... ... „ 


12 

10 

6 

' 


To Bills Receivable Account 





1,012 

8 

(Being the amount received on discounting 







the third bill.) 







Bamji ... ... ... ... Dr. 


2,500 

0 

0 



To Bills Payable Account 





2,500 

0 

(Being our acceptance of two bills drawn 







by Bamji.) 







Bamji ... ... ... ... Dr. 


1,012 

8 

0 



To Bank 





1,012 

« 

(Being the amount paid to Bank on dis¬ 







honour of the third bill by Bamji.) 







Bills Payable Account .Dr. 


1,000 

0 

0 



To Bank 





1,000 

0 

(Being the payment of the bill at 






maturity.) 







Bills Payable Aooount ... ... Dr. 


1,500 

0 

0 



To Bank 





1,500 

0 

(Being the payment of the bill at maturity.) 







Bad Debts Aooount ... Dr. 


3,512 

.8 

0 



To Bamji 

• 




3,512 

8 

(Beiug the amount irrecoverable now 







written off as bad debt.) 








P>- 

0 


0 


PRAGjrs ACCOUNT (IN BAMJTS BOOKS) 


1941 


Rs. 

a 

p. 

1941 


Rs. 

a. 

P. 

Jan. 1 

To Bills Payable 




Jan. 

1 

By Balanoe 

6.000 

0 

0 


A/C...J 

6.000 

0 

0 


1 

M Bank 

1.000 

0 

0 

Mar. 4 


ifiXil 

0 

0 

May 

4 

„ Bills Receivable 


! 


June 7 

„ Balance o/d. 

3,512 

8 

0 



Aooount ... 

2,500 

□ 

0 






Jane 

7 

„ BiUs4>ayabIe 




v 







Account ... 


8 

0 

« 

Rs. 


8 

0 



Rs.' 

10,512 

8 

0 



i 

i 

Jane 

8 

.By BafSmee b/d. 

I3J512 |8|0 
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BAMJTS BOOKS (Journal Entriae) 


1941 

Fragji ... ... ... |>r. 

L.F. 

Rs. 

A 

P- 

Rs. 

A 

P- 

Jan. 1 


6,000 

0 

0 




To Bills Payable Account 
(Being the amount of two bills accepted 




6000 

0 

0 



by us.) 

1 







Mar. 1 

Bank Account ... ... ... Dr. 


1,000 

0 

0 





To Pragji 




1,000 

0 0 


(Being the amount advanced by Pragji) 







„ 4 

Prauji ... ... ... Dr. 


1,000 

0 

0 





Interest Account ... ... „ 


12 

8 

0 





To Bills Payable Acoount 
(Being our acceptance of the third bill with 





1,012 

*1 

0 


interest drawn by Pragji.) 








M M 

Bills Payable Account ... ... Dr. 

To Bank 

(Being the payment of the Bret bill at 


2,000 

0 

0 

2,000 

°! 

0 



maturity.) 








May 4 

Bills Receivable Aooount ... ... Dr. 


2,500 

0 

0 


' 


To Pragji 



12.500 

0, 

0 


(Being the amount of two bills accepted 








by Pragji.) 






i 



Bank Account ... ... ... Dr. 


2,472 

14 

8 


1 

1 



Discount Acoount ... ... „ 

To Bills Receivable Account 
(Being the amount reoeived on discounting 


27 

1 

4 

2,500 

I 

°l 

0 


the two bills.) 






i 

M W 

Bills Payable Account ... ... Dr. 


4,000 

0 

0 

1 

| 



To Bank 




4,000 

oi 

0 

• 

(Being the amount paid at maturity of > 




1 

1 



the second bill) j 

l 



1 

I 


l 


Jana 7 

Bills Payable Account ... ... Dr. , 


1,012 

8 

1 

o; 





To Pragji 



i 

© 

£ 

CD 

O 


(Being the credit given to Pragji on our 
discounting thebilh) 1 

i 


1 


i 




Note.—The credit balance on the above account in Bamji’s books will be 
transferred to Bamji's Statement of Affairs which will be prepared for bankruptcy 
proceedings. 


FOREIGN AND DOCUMENTARY BILLS 

» * 

i foreign Bills are those which are drawn in one country and payable 
in another country. They are usually drawn in a set of three, so that 
in the event of one of the . parts being delayed or lost in transit, the 
second or third copy may be acted upon by the parties. Where a bill is 
drawn in it set, each part of the set contains a reference to the others 
and only one part must be accepted. In order to avoid the delay arising 
from such bill being lost"in transit, the three forms are posted by 
different mails, and on one of these being paid, the others become use¬ 
less. Foreign Bills are usually accompanied by shipping documents, 
such as Bill of Lading, Invoice and the Insurance Policy relating to the 
goods agalftst which the hills are drawn, and. are then known, as 
Documentary Bills. I 

. • i J f v. ' • 






$99Ej$* , 

FOREIGN BILL DRAWN IN A SET OF THREE>- 



SPECIMENS OF DOCUMENTARY BILLS 
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Exchange for £350. London, 10th January 1941. 

Ninety days after sight, pay this First of Exchange 
(Second and Third of the same date and tenor unpaid) 
to us or our order the sum of Three Hundred and 
Fifty Pounds Sterling, payable at the Chartered Bank of India's 
drawing rate for demand drafts on London, with interest at 5 per 
cent per annum added thereto from date hereof to approximate 
due date of arrival of remittance in London, value received against 
B. G. & Co., 231)250 = 20 Bales of Cotton Piece Goods, per s.s. 
“Ranpura”. Shipping Documents attached to be surrendered 
on payment. 

t Brown Robertson & Co. 

To Messrs. Bal Gangadhar & Co., 

Bombay. 


Stamp 


SUMMARY 

1. On receipt of a Bill Receivable duly accepted, it is entered in 
the Bills Receivable Book. 

2. The postings of Bills Receivable Book are to credit each person 
with the amount of the Bill received from him and to debit Bills 
Receivable Account with the periodical total. 

3. When a Bill Receivable is met, enter the transaction on debit 
side of the Cash Book, and from there credit Bills Receivable Account. 

4. To discount a Bill Receivable is to sell it for its present worth. 

$. On a Bill Receivable being discounted, pass the entry through 
Cash Book debiting Cash and Discount and crediting the Bills Receiv¬ 
able Account with the full amount of the Bill. 

6. When a Bill Receivable is dishonoured, the previous entry 
relating thereto must be reversed in order to bring about the position 
prior to the receipt of the Bill. 

7. When a Bill Receivable is endorsed over to a creditor, debit 
the Creditor’s Account and credit Bills Receivable Account. 

8. On such a Bill being dishonoured, debit the person from whom 
the Bill was received and credit the Creditor’s Account or Bank. 

9. When a Bill Receivable which had been discounted is dis¬ 
honoured, debit the person from whom the Bill was received and credit 
Bank. 

10. All expenses on dishpnour should be charged up to the person 
from whom the Bill was received. 

11. On a Bill Receivable being sent to a bank for collection, debit 

“Bank Account for Collection of Bills” and credit Bills Receivable 
Account. * 

12. On the Bill being collected by the Bank, debit the Bank 
(Current) Account arid credit “Bank Account for Collection of Bills.” 

13. On any one of such Bills being dishonoured, debit the person 
from whom die Bill was received and credit “Bank Account for 
Collection of Bills.” «, 




1 ® 
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14. Hie debit balance of the Bills Receivable Account on any date 
will always agree with the total amount of Bills Receivable remaining 
on hand unmatured on that same date. 

15. On accepting a Bill Payable, enter it in the Bills Payable Book. 

16. The posting of the Bills Payable Bock is to debit each person 
with the amount of the Bill given and to credit Bills Payable Account 
with the periodical total. 

17. On meeting die Bill on due date, enter it through Cash Book 
credit side and debit Bills Payable Account. 

18. When a Bill Payable is dishonoured, debit the Bills Payable 
Account and credit the drawer. 

19. Debit General Expenses Account with the noting charges incur¬ 
red and credit the drawer. 

20. The credit balance on the Bills Payable Account on any one 
date will always agree with the total of the Bills Payable remaining 
unmatured and not paid on that same date. 

21. The entries in case of Accommodation JBills will be made 
on the same lines as in case of ordinary Bills of Exchange, but the loss 
on discount arising from the discounting of the Bills must be borne 
by the parties to the accommodation in the same proportions in which 
they have shared the proceeds of the Bills. 

QUESTIONS ON CHAPTER VII 

1. What is a Bill of Exchange ? 

2. Who are the parties to a Bill of Exchange ? 

3. What do you understand by the term Negotiable Instrument ? 

4. What is the effect of endorsing a Bill of Exchange ? 

5. What are Days of Grace ? 

6. Give the rulings for (a) Bills Receivable Book, and (b) Bills 
Payable Book and enter therein three specimen entries. 

7. What Bilk are discounted ? Explain the discounting of a Bill. 

8. Explain “ honouring ”, “ retiring ” and “ noting ” 

9. When is a Bill called Draft and when an Acceptance ? 

10. What items appear on the debit and credit sides of the Bilk 
Receivable Account in the Ledger ? 

11. What entries are posted on the debit # and credit sides of the 
Bilk Payable Account ? 

12. What are the postings of the Bills Receivable Book ? 

13. How do you post the Bilk Payablp Book ? 

14. Explain the advantage derived from entering up the Bill 
transactions through the Subsidiary Bill Joumak and not through the 
Journal Proper. 

15. Through which Subsidiary Book ftould you pass transactions 
pertaining to Dishonour of Bilk ? 

16. What are the necessary requisites for a iSill of Exchange ? - 

17. What entry do you pass when a Bill is discounted ? 

18. What entry is passed when an Acceptance is dishonoured ? 
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19. How would you record the endorsement and delivery of a Bill 
Receivable to a creditor ? 

20. What entry is passed when a discounted BUI Receivable is 
dishonoured ? 

21. How would you record the dishonour of a BUI Receivable that 
had been endorsed over by you to your creditor ? 

22. What do you understand by retiring a BUI under Discount f 

23. What entries are passed on renewal of a Bill Receivable ? 

24. How do you distinguish between a Promissory Note and an 
Acceptance ? 

25. How would you record Bills sent to Bankers for collection ? 

26. What entry would you pass on dishonour of a Bill sent to 
Bankers for collection ? 

t 

27. What balance, if any, would Bank Account for Collection of 
Bills show, and what would it signify ? 

28. How is Renewal of a Bill Payable recorded ? 

29. How is Retirement of a Bill Payable under Discount brought 
into record ? 

30. Explain the reason why Bills sent to Bankers for collection 
are not debited to the Bank Current Account straightway. 

31. How do Accommodation Bills differ from ordinary Bills of 

Exchange ? • 

32. Mention the different ways in which a BUI can be endorsed, 
and state clearly the effect of each such Endorsement. 

33. Explain what you understand by (a) Noting and Protesting, 
(b) Acceptance for Honour Supra Protest, (c) Payment for Honour 
Supra Protest, and (d) Referee in Case of Need. 

34. Give specimen of a Foreign Bill drawn in a set of three. 

35. What is a Documentary Bill ? Give a specimen of the same. 

36. What is a Qualified Acceptance, and what is its effect? In 
what different ways can the acceptance of a BiU be qualified ? 

EXERCISE 1 

Journalise the following transactions:— 

1941 

Jan. 3 Accepted J. Brown’s draft at 1 month for Rs. 900. 

* 7 Received from B. Butcher his acceptance at 1 month for Rs. 1,200. 

„ 12 Drew on Amin & Co. at 3 months for Rs. 1,400 and they accepted my 
draft. 

„ 20 Gave my acceptance at 1 month for Rs. 1,250 to F. Vasudev. 

„ 25 Endorsed over to C. Sharp, B. Butcher’s acceptance. 

„ 30 Gave Swift & Co. a Promissory Note for Rs. 000 at 3 months. 

Feb. 1 Discounted Amitf & Co.'s acceptance receiving cash Rs. 1,360. 

„ 5 Rattanshaw & Sons accepted my draft at 2 months for Rs. 1,750. 

„ 6 BiU Payable, due this date, drawn by J. Brown, duly met. 

„ 8 Received from C. Roberts, Waverly & Co.’s Promissory Note for 

Rs. 1,100 at 3 months, dated January 8. 

» 10 C. Sharp returned B. Butcher's acceptance dishonoured: Noting charges 
paid by him Rs. 35. 

„ 23 Bill Payable in favour of P. Vasudev dishonoured. 

Mar. 1 P. Shroff gave me a Promissory Note for Rs. 1,700 at 1 

r» 3 A. B. C. & Co, drew on me at 1 month for Rs. 1,300 X accepted 
their draft. 



muu nuum*ctxoNa 
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1941 

Mar. 10 Renewed Rattanshaw ft Son* 1 acceptance for Rs. 1,790. They paid 
cash fit 645 including Rs. 85 for interest and accepted a new draft 
for Re. 1,200 at 2 months. 

m 25 Renewed my acceptance in favour of A. B. C. A Co. for Re. 1^300. 
Paid them cash Re. 50 being interest for the extended period and 
accepted their new draft for Rs. 1,300 at 2 months. 

„ 80 Received from Star ft Co. their acceptance at 2 months for Re. 1,400. 
Apr. 4 Received cash for P. Shroff's Promissory Note, due this date. 

„ 11 Received cheque Rs. 1,100 for Promissory Note, due this date, from 
Waverley ft Co. 

n 15 Amin ft Co.'s acceptance returned dishonoured by Bank; Noting charges 
paid by them Rs. 15. 

EXERCISE 2 

Journalise the following transactions:— 

Rs. 

1. Sent to Bank for collection, Bill Receivable 2,000 

2. Bill Receivable duly collected by Bank .. * 2,006 

3. Bill Payable due this day met at Bank 500 

4. Handed our acceptance at 3 months to A. Bartlett for Rs. 3,000. 

5. Handed over acceptance of Roberts ft Co. for Rs. 1,000 to P. 

Smith in settlement of the amount we owed him. • 

8. Discounted Kirk ft Co.’s Acceptance for .. .. 750 

receiving Cash Rs. 720. 

7. J. Jones endorsed over to us the Acceptance he had received 

from C. Chinoy ft Co. for 1,50© 

8. Handed over the same to our Bank for collection. 

9. The Bank informs us that the above acceptance is dishonoured. 

10. Endorsed over Walker ft Co’s Acceptance to Smithson ft Co. 

in settlement of our Bill Payable due to them Rs. l,200t 

11. Walker ft Co.’s Acceptance dishonoured. 

12. Bill Receivable sent to Bank for collection dishonoured this day 700 

13. James ft Co. ask us to cancel their old acceptance for Rs. 1,175 

and in return they pay us Rs. 500 in cash and accept another 
Bill drawn by us for Rs. 700 inclusive of interest. 

14. We cancel Black’s Acceptance for Rs. 800 before due date, as 

per his request, and draw on him another Bill for Rs. 830 
including interest, which he accepts. 

15. P. Brown, being unable to meet his acceptance for Rs. 600, pays 

us Rs. 320 including Rs. 20 for interest and asks us to draw 
on him another Bill for the balance, which he accepts. 

18. Being unable to meet our acceptance for Rs. 1,000, we request 
Thomson ft Co. to cancel the same. We pay them Rs. 640 
in cash and ask them to draw on us a Bill for Rs. 400 which 
we accept. 


EXERCISE 3 

Journalise the following transactions:— 

1. Received a Bill at three months from Sampat for Rs. 200. 

2. Accepted a Bill at three months drawn by SUnpson ft Co. in favour of 

S. Smith for Rs. 300. 

3. C. Gupta settled his account for Rs. 250 by endorsement to us of a Bill 

for Rs. 240 he had received from Jones ft Co. 

4. Gave B. Butler a Bill at two months for Rs. 150 due to him. 

5. Accepted a Bill of Exchange drawn by A. Gafoor for Rs. 175 due to him. 

6. D. Bamji accepted a Bill for the balance due by him Rs. 400. 

7. C. Gupta’s Bill due this day was duly met Rs. 240. 

8. Sent D. Bamji’s Bill for Rs. 400 to Bank for collection. 

9. The above Bill was duly met through the Bank. 

10. Met our Bill to A. Gafoor due this day for Rs. 175. 

11. Accepted a Bill in favour of JC. Cooper for Rs. 500 .payable in three months. 

12. M. Madon endorsed over his Bill Receivable to us r for Rs. 300 in settlement 

of his account. 

13. We discounted it with our Bankers for Rs. 285. 

14. Received acceptance of a Bill drawn on Thomas ft Co. for Rs. 600 

15. Sent the same to our Bankers for collection. m 
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1*. On due date, our Bankers intimate-to us of the dishonour of the shove BHL 

17. M. Madon’s Bill which was discounted with our B a nke rs is di shon oured 

this day Rs. 300, 

18. Pavri & Co. duly accepted our Bill drawn on them for Rs. 450. 

19. Endorsed over Pavri & Co.’s acceptance for Rs. 450 to James ft Co, in settle¬ 

ment of our account. 

20. James & Co. inform us as to the dishonour of this Bill ami claim the amount 

which we pay by cheque. 

21. We retired our Bill Payable for Rs. 400 under discount, on payment of 

cash Rs. 375. 

22. J. Mafatlai informs us before the due date of his Bill Payable for Rs. 300 

as to his inability to meet the Same. 

We accommodate him by receiving Rs. 100 in cash and drawing on him 
another Bill for Rs. 215 inclusive of interest, which he accepts. 

23. We endorse over a Bill Receivable for Rs. 275 in satisfaction of a Bill 

Payable of a like amount. 

EXERCISE 4 

Journalise the following Bill Transactions;— 

1. Received Vinayak & Son’s acceptance, payable at Bank of India, for Rs. 200. 

2. Drew on Walker & Son at 1 month after date for Rs. 350. 

3. Received for Jones Bros., Ramrao & Co.’s acceptance to them for Rs. 275- 

at 2 months after date, payable at the Central Bank of India. 

4. Gave Smith & Co., our acceptance at 10 days after date, for Rs. 400. 

5. Received Sen & Co.’s acceptance for Rs. 100 from S. Sircar. 

6. Gave Gupta & Co., our Bill Receivable at 2 months after date for Rs. 175. 

7. P. Das handed us a Promissory Note for Rs. 80. 

8. Accepted draft drawn on us at 3 months after date for Rs. 500 by Rustam 

& Co., in favour of Sorab & Sons. 

9. Bought goods Rs. 200 from Singh & Co., for 2 months’ bill less 5 per cent 

discount. 

10. Row Si Co.’s Promissory Note for Rs. 125 was duly taken up this day. 

11. Our Promissory Note for Rs. 100 to Souza & Co., was redeemed today. 

12. Sent Cook & Co.. 1 month’s draft for Rs. 300 duly accepted by us. 

13. Received Govind & Co.’s acceptance of our Draft at 3 months after date 

for Rs. 135, payable at the Imperial Bank. 

14. Krishna & Co. forward us Smith’s acceptance to them for Rs. 425, payable 
„ at Chartered Bank. 

15. Received Jones & Co.’s Draft at 1 month after date, in favour of Cowasji 

Bros., for Rs. 260. Returned same duly accepted. 

16. Returned duly accepted P. Kanoba’s Draft on us for Rs. 700 in favour of 

Birdy & Co. 

17. Black & Co. forward us T. Green’s acceptance to R. White for Rs. 400, 

payable at the Bank of India. 

18. Sold goods for Rs. 550 to Karani & Co., and received in payment our own 

acceptance to Rane Bros., for Rs. 550 due today. 

19. Saher & Co. retired their acceptance for Rs. 225 under rebate Rs. 20. 

20. Received Sight Draft for Rs. 200 from Bepin & Co. 

21. Sent Brown & Co., Sight Draft for Rs. 300. 

EXERCISE 5 

Journalise the followirfg transactions: — 

1. Smith & Co.’s acceptance for Rs. 350 renewed for three months, plus Rs. 25 

for interest. 

2. Retired our acceptance to Mahbir & Sons for Rs. 5001- by cheque Rs. 200]- 

and a new bill for the balance at 2 months after date with Interest Rs. 15|-. 

3. Our acceptance to King & Co. for Rs. 400j- rerffewed for 3 months with 

interest at 5 per cent. 

4. Das & Co. retire their acceptance for Rs. 800j-, by cheque Rs. 300|- and 

a new bill at 4 months date for the balance, interest at 6 per cent being 
paid in cash forthwith. 

5. Row & Sons (our creditors) notify us the dishonour of P. Swami’s accep¬ 

tance for Rs. 650)-, due this day noting charges Rs. 12jS being paid by 
them. We withdraw same in exchange for our cheque. 

6. Our own acceptance to Dawood & Co. for Rs. 4351- dishonoured *hi» day 

(due to omission of necessary instructions to our bankers to pay). 
Received claim from Dawood & Co, for Rs. 450|- including Noting charges, 
which we settle fey cheque. . 
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EXERCISE 6 

From the following particulars, write out entries in the Mortality Subsidiary 
Books and show'the Bills Receivable and Payable Accounts. 

The Debtors and Creditors appearing in the books of Roy ft Co. an 30th June 
1941 wen as under:— 

Debtors Creditors 



RS. 



RS. 

P. Simpson 

450 

J. Jones 

• • 

500 

Guiab & Sons 

787 

S. Sen ft Co. 

a • 

620 

Mohini Bros. 

1,225 

Das Bras. 

• * 

985 

Gupta & Co. 

2400 

K. Ayengar 

• a 

1,750 

R. Babu Rao 

1500 

Sorab ft Co. 

a a 

1500 

A. Sitaram 

975 

Jacob ft Sons 

a • 

727 


The Bank Balance on the same date was Rs. 4,320. All acceptances of Roy ft 
Co. were made payable at their bankers, the Bank of India Ltd. 

1941 * 

July 2 Drew on P. Simpfcon Bill No. 75 at one month after date for Rs. 430 
allowing them discount Rs. 20, payable at Parr’s Bank. 

„ 4 Received acceptance from Guiab ft Sons for Rs. 500 at 2 months date 

payable at’Lloyd's Bank. No. 76. • 

„ 6 Accepted S. Sen ft Co.’s draft of the 2nd instant at 2 months date for 
Rs. 600 in full settlement of account in favour of Haridas ft Co. 
Bill No. 121. 

„ 6 Bill Receivable No. 75 was discounted for Rs. 420. 

„ 6 Discounted Guiab ft Sons’ acceptance with our bankers receiving cash 

Rs. 480. 

„ 7 Gave J. Jones our acceptance at one month’s date for Rs. 500 in favour 

of Vinayek Bros. No. 122. • 

„ 8 Received Gupta ft Co.’s acceptance of our draft at three months date 

for Rs. 2,075 in full settlement of their account, payable at the 
Bank of India. No. 77. 

„ 10 Mohini Bros, forwarded us A. Brown’s acceptance to them for Rs. 1,225 
payable at the Union Bank. The Bill was accepted on 15th June 
and drawn at 2 months date. No. 78. 

„ 15 Received K. Ayengar’s draft on us of the 13th instant at 2 months* date 
in favour of Red & Co., for Rs. 1,700; discount allowed Rs. 50. 
Returned same duly accepted. No. 123. 

„ 16 Returned duly accepted Das Bros.’ draft on us for Rs. 970 in full Settle¬ 
ment of their account at -2 months date in favour of Black & Co. 
No. 124. 

„ 19 Sorab ft Co. forward us their draft dated 17th instant for Rs. 1,800 in 
favour of White Bros, at 3 months date for our acceptance. Re¬ 
turned same accepted. No. 125. 

„ 20 Received from R. Babu Rao acceptance of our two drafts payable at 
the Central Bank of India, at 2 months date for Rs. 800 and Rs. 700 
respectively. Nos. 79 and 80. 

„ 21 Endorsed over R. Babu Rao’s acceptance for Rs. 700 in favour of 
Jacob ft Sons in full settlement of their account. 

„ 25 Received from A. Sitaram, Robert ft Co.’s acceptance to him for Rs. 600 
at one month’s date, payable at the Imperial Bank of India. Bill 
drawn on 20th July. No. 81. 

Bills Nos. 121, 122, 123 were duly met by our bankers. Bill No. 124 is renewed 
by us on the 17th September by paying Das Bros. Rs. 500 by cheque including 
RS. 30 for interest and accepting their new draft on us at 3 months date for the 
balance, Bill No. 126. Bills Nos. 78, 79 and 80 are dishonoured on due dates. Bill 
No. 81 is collected by us on due date. 

Write out the tnnuctione op to 30th Septemb* 1941. ^ 

s^XERCISE T 

P. Pavri and J. Jones draw on each other a Bill for Rs. 500. Both the Bills 
are discounted with bankers for Rs. 470 each, and the proceeds are divided equally. 
Both the Bills are honoured on dm due date. Pass necessary entries in the books 
of P. Pavri and J. Jones respectively to record the above transactions. 











Ida 


DCnnELS-KZVTBT BOaC-KBfflKG 
EXERCISE 8 

Being unable to meet our Bill Payable for Be. 400, we inform oar creditor 
R. Ramji to give us extension of time. We pay Re. 200 in cash and accept another 
Bill for Rs. 230 drawn on us inclusive of interest. Show the entries in our books 
as also in those of R. Ramji. 

^JEXERCISE 9 

On 1st June 1941, Ramdas & Co., Allahabad, drew a bill of exchange upon 
Jiwanji Bros, of Nagpur, for Rs. 3,250)- at 4 months’ date. This was duly accepted 
payable at the C. P. Bank Ltd., Nagpur; after acceptance, the bill was endorsed 
to Adamji Lookmanji of Nagpur. Draw the bill of exchange showing the accep¬ 
tance, the endorsement, and the stamp duty. 

VJSXERCISE 10 

Pass Journal entries in the books of Ramdas & Co., Jiwanji Bros., and Adamji 
Lookmanji to record the above transaction, assuming that the Bill was honoured 
on the due date. 

EXERCISE H 

Assuming that the above bill was dishonoured on due date and the endorsee 
arranges with the endorser to accept a new hill of exchange at four months plus 
interest at 5 per cent pta. for the period and Rs. 25|- for expenses, make the Journal 
Entries in the books of the endorser and the endorsee. 

EXERCISE 12 

On 15th July 1941, H. Jamshedji bought a pearl necklace for Rs. 12,5001- from 
Motiram, and accepted two Bills of Exchange in settlement, one for Rs. 5,000|- due 
4 months, and the other for Rs. 7,500|- due 6 months after date. The first bill 
was met on the ,due date, but before the second bill fell due it was withdrawn by 
mutual arrangement and a new three months’ bill was accepted by Jsmimhedji, 
Rs. 100|- being added for the extension of credit. Set out the entries in the books 
of both the parties, recording the above transactions. 

EXERCISE 13 v 

On 1st January 1941, X sold to Y goods of&e value of Rs. 1,300 and drew upon 
him at three months for that amount. On 1st February 1941, X purchased from 
Z goods valued at Rs. 2,600, and in payment he handed Z, Y’s acceptance and a 
cheque for Rs. 1,267, Z allowing Rs. 33 by way of discount. On maturity, Y’s bill 
was dishonoured, and X had to take it up. Show the necessary entries to record 
the above transactions in the books of X, Y and Z. 

EXERCISE 14 

• 

What is a Promissory Note? Draw the following Promissory Note and show 
the stamp duty:— 

Promissory Note for Rs. 1,150 given by Mulchand Mehta of Ahmedabad an 
1st September 1941, to Govindrao Anandrao of Bombay, payable 4 after 

date. 

^Exercise 15 

A draws a Bill on B for Rs. 1,000. On return of the acceptance by B, A dis¬ 
counts it with his Bankers for Rs. 960. On due date the Bill is dishonoured. Pass 
entries in the books of A and B. 

EXERCISE 16 

C receive!; D’s acceptance for Rs. 1,200. He endorses over the same to E. E 
discounts it with his Bankers for Rs. 1.140. The Bill is dishonoured on due date. 
Pass entries in the books of C.JD and E. 

EXERCISE 

D receives E's acceptance tor Rs. 1,500. Before the due date E approaches 
D with Rs, 500 cash and offers to accept another Bill for Rs. 1400 including interest 
for extension of time in cancellation of the original bUL D agrees to these terms 
mid draws another bill for Rs. 1,100 in place of the old one. Pass, the necessary 
entries in the books of D snd E. 
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EXERCISE 18 

A draws a Bill for Rs. 700 on B. B accepts It mad A endow— over the —me 
to C. C discounts it with his Bankers for Rs. 665. Before the due date, B 
approaches the bolder in due course and arranges for a new Bill for Ba. 750 to 
be drawn on him in cancellation of the old one. The second Bill la then duly 
honoured by him on the due date. Pass the necessary entries In the hooks of all 
t he parties concerned. 

EXERCISE 19 

For tiie mutual accommodation of A and B, A draws a Bill on B for Rs. 2J500i 
B accepts the bill and returns it to A A discounts the same with his bankers 
and receives Rs. 2,400. The proceeds are shared between A and B in proportion 
of two-thirds and one-third respectively. On the due date A remits his proportion 
to B, who meets the bill. 

Pass Journal entries in the books of A and B to record the above transactions. 

EXERCISE 20 y''' 

P, for the temporary accommodation of himself and Q, draws a bill on the 
latter for the sum of Rs. 2,100. On receiving it duly Acepted by Q, P discounts 
the same with his bankers and receives Rs. 2,010. One-third of this amount is 
remitted to Q. On the due date, P remits the balance to Q to enable the latter 
to meet the bill. Q dishonours the Bill and the bankers recovered the amount 
from P. Draft entries in the books of P and Q respectively. 

EXERCISE 21 ^ 

X drew a Bill of Exchange on Y for Rs. 1,600 at three months on 1st January 
1942. Y accepts the bill, and returns it to X who discounts it with his bankers 
at 6 per cent on the 4th January. X then remits one half of the proceeds to Y, 
agreeing to forward his further proportion before the bill foils duo, X omits to 
forward his proportion at the due date and Y dishonours the bill. X then takes 
up the bill from the bank, and Y gives X a new foil at six months on the 19th 
April for the amount due plus Rs. 20 interest. This bill is duly met Show the 
entries relating to the above transactions in the books of both X and Y. 


CHAPTER VIII 

THE JOURNAL PROPER 

As has been said in the previous pages, originally, there was only 
one book of prime record, viz. the Journal, through which all business 
transactions were passed without exception, and it was from there that 
subsequent entries were made in the Ledger Accounts. It was then 
soon found that if transactions of any one class such as, Credit Pur¬ 
chases, Credit Sales, Cash Transactions! Bill Transactions or Returns 
were passed through separate subsidiary Journals, a considerable 
saving of clerical labour would be effected. This gave rise to the use 
of the Purchases Journal, the Sales Journal, the Cash Book, the Bills 
Journals and the Returns Journals which Jigve already been described 
in the previous Chapters. The general use of Journal is thus very much 
restricted in modern Book-keeping, and through this book are now 
passed only such transactions as cannot be conveniently recorded in any 
of the other books of Prune Entry. # 

Generally speaking, the use of the Journal Proper is now confined 
to the record of the following transactions:— * 

(1) Opening Entries; 

(2) Transfers from one account to'another: 

(3) Rectification of Errors; 
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(4) Adjusting Entries; 

(5) Closing Entries ; i.e. transfers from the Nominal Accounts to 

the Profit and Loss Account; 

(6) Entries relating to Dishonour of Bills; and 

(7) Such other transactions for which there is no special hook .of 

Prime Entry, such as, Consignment Transactions, etc. 

The double aspect of every transaction is given effect to in the 
Journal by the two money columns provided, the left-hand column 
being used for debit entries, and the right-hand for the credit In 
order to make each entry self-explanatory, it is essential that a concise 
explanation giving the reason for the entry should be appended to 
every entry. This is known as the narration, and the student should 
note'that the narration in a Journal entry is as important as the figures 
comprising it 


OPENING ENTRIES 

If a trader commences business with cash, furniture and stock, all 
these accounts must he shown in his Ledger. But as they cannot appear 
direct into the Ledger without passing through any subsidiary book, 
the Journal comes in useful for this purpose. 


Thus, if J. Smith commences business with Cash Rs. 2,000|-, Furni¬ 
ture Rs. 500[- and Stock Rs. 5,000|-, the Journal entry to record this 
fact would be:— 


i. 


Cosh ... ... ... ... Dr. 

Furniture ... ... ... ... „ 

Stock of Goods ... ... ... ... „ 

To J. Smith’s Capital Account 
(Being the assets brought in by him to commence 
business.) 


L.F.I 

Rs. 

Rs. 

i 

2,000 



500 


: 

5,000 

7,500 

Rs. j 

1* 

7,500 

7,500 


Opening Entries are also passed to record the balances of Assets 
and Liabilities brought forward from previous period into current year’s 
books. In passing such entry, the rule to be followed is— 

Debit all Assets; 

Credit all liabilities; and 

Credit the Assets over Liabilities to Capital Account. 


Example 29 ' 

P. Chinoy carried on business as a Draper, and on 31st December 1941, the 
following balances stood in his books. Pass the opening entry in his Journal on 
1st January 1942:— 


Stock on hand * 
Fixtures and Fittings 
Cash at Bank 
Cash in Office 
Debtors— 

P. White 

W. Brown u 
C. Black 
Creditors— 

Sultan & Co. 

Haroon & Co. 

Loan from Smith & iCo. 


Rs. 

7,500 

900 

1,200 

100 

325 

400 

600 

1,400 

000 

2,000 
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JOURNAL ENTRY 


1942 
Jan. 1 


Os a b ••• ••• ... 

Bank ... ... ... 

Stook-in-Trade ... 

Fixtures and Fitting* 

P White 
W. Browa 

CL Bleok ... ... ... ... 

To Sultan A Co. 

„ Hwrooo A Co. 

M Loan Account 
„ Capital Account 

(Being the opening Aaaeta and LiabiUtiee brought 
over from the previous year.) 


RECTIFICATION OF ERRORS 


.im 

7J500 

800 

325 

400 

-§®2L 
/©? u- 


1/00 
s 900 
2 , 000 . 


Rs. 10(925 10,925 


Journal is also used for the purpose of recording entries necessary 
to rectify errors. The following example will serve to indicate how 
to pass rectifying Journal entries :— 


Example 30 

(1) Goods sold to B. Basu for Rs. 115)10 have been wrongly passed through 
the Sales Book as Rs. 110)15. 

(2) Goods sold to R. Ramrao for Rs. 2751- have been wrongly entered in the 

Sales Book as Rs. 725j~. • 

(3) A purchase of goods from C. Croft of Rs. 2001- has been wrongly debited 
to Furniture Account. 

(4) An amount of Rs. 5001- received for commission has been wrongly entered 
in the Cash Book as received for interest. 

(5) A purchase of goods from D. David amounting to Rs. 150)- has been 
wrongly entered through the Sales Book. 

(6) A credit sale of Rs. 120)— to R. Peter has been wrongly passed through 
the Purchases Book. 

(7) Rs. 300|- Salary paid to the cashier B. Naidu stands wrongly debited to 
his Personal Account. 

(8) Rs. 100)- received from Shaw & Co., have been wrongly entered as from 
Shah & Co. 

The Journal entries necessary to rectify the above errors will be as follows:— 


L.F. Rs. 

(1) B. Basu ... ... ... ... Dr. 4 

To Goods Aooount 

(Being the rectification of a Credit Sale of 
Rs Ho-10-0 wrongly entered in the Sales * 

Book as Ra, 110-15-0) • 

(2) Goods Account ... ... ... Dr. 450 

To ft Kamrao 

(Being the entry to notify an excess debit of , 

Re. 450 passed from the Sales Book.) 

(3) Goods Account ... ... ... Dr. 200 

To Office Furniture Acoount 
(Being the wrong debit given to Furniture 
Account set right.) 

(4) Interest Account ... ... ... Dr. » 500 

- To Commission Aooount 

(Being the rectification of the amount received 
for commission wrongly credited to Interest 
Aooount.) , 



Rs. 

4 ]11|0 


450 














112 


DOUBUMEOTRY BOOK-KKBFXKG 



L.P.! Rs. 

a. 

p. 

Ra. 

K 

p. 

(5) Good*Account ... ... ...Dr. 

1 360 

0 

0 




To D. David 




300 

0 

0 

(Being the entry to rectify tbe purchase of goods 

1 






of R*. 150 from D. David wrongly entered 

! 






through the Saiee Book.) 

j 






<6) R. Peter ... ... ... ... Dr. 

} 

i 240 

0 

0 




To Goods Account 

! 



240 

0 

0 

(Being tbe entry to rectify a sale of Re. 120 







made to K. Peter wrongly entered through 







the Purchases Book.) 

1 






(7) Salaries Account ... ... ...Dr. 

300 

0 

0 




1 o B. Naidu 

! 



300 

0 

0 

(Being the rectification of the salary amount 







wrongly debited to the Personal Account of 

t 






the Cashier instead of the Salaries Account.) 

i 






(8) Shah A Co. ... ... ...Dr. 

100 

0 

0 




To Shaw A Co. 

i 



100 

0 

0 

(Being the rectification of a wrong credit 

! 






given.) 








EXPLANATION OF THE ABOVE ENTRIES 

(1) In this case, as B. Basu’s Account has originally got an under¬ 
debit and the Goods Account an under-credit, the same is now adjusted 
by giving a farther debit to B. Basu's Account and a further credit to 
Goods Account of Es. 4-11 through the Journal. 

(2) Here, as R. Bamrao’s Account has been over-debited with 
Rs. 450|- and Goods Account over-credited by Rs. 450J-, the error is 
set right by debiting the Goods Account with Rs. 450|- and crediting 
R. Ramrao’s Account with Rs. 450|-. 

(3) As Furniture Account has been wrongly debited with an 
amount which should have been charged to Goods Account, the 
Furniture Account is credited with the same amount so as to nullify 
the effect of the wrong debit, and the Goods Account is debited with 
the amount which should have been debited thereto. 

(4) An Interest Account has got a wrong credit for Rs. 5001-, the 
same is nullified by debiting the Interest Account with a similar amount 
The Commission Account gets the corresponding credit, as the amount 
was received on account of commission. 

(5) In this case, the original entry should have been to debit 
Goods Account and credit D. David’s Account with Rs. 150|-. But, 
as ther entry has gone through the Sales Book instead of the Purchases 
Book, D. David has got a debit .of Rs. 150|- and the Goods Account a 
credit of Rs. 150}-. If, therefore, an entry of double the amount is 
passed through the Journal, the effect of such entry would be to wipe 
off the wrong debit of Rs. 1501- to D. David and wrong credit to Goods 
Account of Rs. 150|-, and instead leave a debit of Rs. 150j- to Goods 
Account and a credit of Rs. 1501- to D. David’s Account 

(6) As a result of the Credit Sale, R. Peter’s Account should 
have got the debit and Goods Accbunt the credit for Rs. 120]-. As, 
however, this transaction has been wrongly passed through the 
Purchases Book, the reverse has happened, viz., Goods Account has 
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got the debit and R. Peter the credit for Rs. 120J-. In order, therefore, 
to set this error right, a Journal entry is needed debiting R. Peter and 
crediting the Goods Account with double the amount. 

(7) When an amount is paid for salary, it would be wrong to debit 
the Personal Account of the employee, as the payment of such salary 
does not render the employee a debtor to the employer. The rectifying 
entry is, therefore, to debit Salaries Account and credit the Employee's 
Account. The effect of the credit given to the latter Account is to wipe 
off the wrong debit already given. 

(8) When one Personal Account is wrongly credited for another, 
the error is set right by debiting the Account that has already been 
given the wrong credit and by crediting the right party. 

Example 31 

How would you rectify the following errors:— ' * 

(1) A sale of goods of the value of Rs. 250)- to R. Roberts has been wrongly 
debited to Robertson & Co. 

(2) A purchase of Rs. 150|- from S. Narayen, instead of being credited to 
him from the Invoice Book, has been wrongly debited to hint 

(3) Cash Rs. 75J— received from P. Basu and entered on the receipts side of 
the Cash Book has not been posted. 

(4) A payment of Rs. 25|- made to J. Jones for cash purchase of goods from 
him stands debited to his account. 

(5) A payment of Rs. 3001- in respect of Salary has been ported twice to 
Salaries Account. 

(6) An amount of Rs. 45}- drawn by the proprietor for his perspnal use stands 
debited to General Expenses Account. 

(7) The total of the Discount Column on the debit side of the Calsh Book 
for the month of March has been added short by Rs. 20|~. 

(8) Rs. 40|- relating to purchase of Office Stationery has been wrongly debited 
to the personal account of the proprietor. 

(9) A credit purchase of Rs. 75|- from Ramdas & Co. stands wrongly credited- 

to Ramji & Co. » 

RECTIFICATION ENTRIES 

(1) This will require a Journal Entry— Rs. Rs. 

R. Roberts .. .. .. Dr. 250 

To Robertson & Co. .. 250 

(2) S. Narayen’s Account will first be credited with Rs. 150)— to cancel the wrong 
debit. A further credit of Rs. 1501- will then be given to this account by way 
of posting of the original purchase entry. No Journal Entry will be required. 

(3) The amount of Rs. 75!- will have to be ported to the credit of P. Basu to set 
right the omission. 

(4) The cancellation of the wrong debit will be made by the Journal Entry— 

Rs. Rs. 

Goods Account .. .. .. Dr. 25 

To J. Jones .. .. .. .. 25 

(5) This error will be rectified by entering an amount of Rs. 300j- cm the credit 
side of Salaries Account making a reference to the extra debit given. No 
Journal Entry will he required. 

(6) The rectification of this error will be effected by means of the following 

Journal Entry— * Rs. Rs. 

Drawings Account .. .. .. .. Dr. 45 

To General Expenses Account .. *45 

(7) Additional Rs. 20}- will have to be posted to the debit of Discount Account 
where the wrong total of March Discounts stands posted. No Journal Entry 
is called for. 
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(8) The rectification of this error will call for the following Journal Entry— 

Re. Hu. 

Stationery Account .. .. •• •• D** 40 

To Drawings Account _.•_••__ 

(9) The erroneous posting will be rectified by the following Journal Entry— 

Re. Rs. 

Ramji A Co. .. ■ • Dr. 75 

To Hamdas & Co. .. .. 75 

ADJUSTING AND CLOSING ENTRIES 

The Journal is also used for making necessary adjustments in final 
accounts and for transferring the balances of Nominal Accounts repre¬ 
senting expenses and gains to Profit and Loss Accounts. Transferring 
the balances to Profit and Loss Account at the end of each financial 
period is called closing the books, and the Journal entries necessary to 
bring this about, are called Closing Entries. These entries are explained 
in the Chapter on Profit and Loss Account. 

THEORETICAL USE OF JOURNAL 

As the ruling of the Journal is so designed as to show the debit and 
credit effect of every transaction, students in examinations are often 
asked to journalise all the transactions in a given business. This, how¬ 
ever, is only a test of theory, and the student should not hesitate to pass 
all transactions through the Journal where so demanded in examination 
exercise. WHen, however, he is asked to enter a given series of 
transactions through their proper Subsidiary Books, only such entries' 
as cannot be conveniently passed through any of the other books of 
prime entry should then be journalised. 

SUMMARY 

(1) Theoretically, any business transaction can be recorded in the 
Journal. 

(2) In practice, the use of the Journal is restricted to recording 
such transactions as cannot be passed through any other Subsidiary 
Book. 

(3) In modem Book-keeping, the Journal Proper is used for passing 
Opening Entries, Closing Entries, Adjusting Entries, Transfers, Rectifica¬ 
tion Entries and Transactions appertaining to Consignments and Joint 
Ventures. 

(4) Every Journal entry must have a narration ”, i.e., an 
explanation, immediately after the entry. 

QUESTIONS ON CHAPTER yill 

(1) What is the function of the Journal Proper in modern Book¬ 
keeping ? 

(2) How far is the Ca§h Book a Journal ? 

(3) What do you understand by Purchases Journal and Sales 
Journal ? Why are these called Journals ? 

(4) Explain “ Opening Entries ” and “ Closing Entries ”. 

(5) What is a “ Narration ”, and why is it necessary ? 

(6) How are the postings made from till Journal ? 
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EXERCISE 1 

Journalise the following transactions 
1941 

Apr. 1 J. Fussy brought in as Capital, Cash £930. 

„ 2 Ha arranged for an overdraft with the Midland Bank to the exfont 

of £4,000 and bought goads for cheque £2,400. 

„ 3 Sold to F. Feathers tone, goods £670. ' 

„ 4 Sold for cash, goods £1,090. -i 

„ S Paid Sundry expenses fa cash £30. 

„ 6 Paid into Bank, cash £1,500. 

„ 7 Received and banked cheque from F. Featherstone, £650, and allowed 

him discount £20. 

„ 8 Paid cash for wages £25 and Furniture and Fittings £50. 

„ 9 Bought from M. Johnson, goods £1,060. 

„ 10 Sold to K. Kirkberg, goods £1,870. 

„ 11 Returned goods to M. Johnson, £51. 

„ 16 Sent cheque to M. Johnson £1,000 and got discount £9. 

„ 17 Sold gooefs for cash £490. 

„ 19 Paid into Bank £400. 

„ 20 Drew cash from office for personal use £50. 

„ 24 Bank charged £19-10 interest on overdraft. 

„ 26 Paid cheque for Stationery £50. ' 

„ 27 Bought from M. Macaroni, goods £1,040. 

„ 29 Received from K. Kirkberg on account £600. 

„ 30 Banked £650 from office cash. 

EXERCISE 2 

Journalise the following transactions:— 

1941 * Rs. 

July 1 Drew from Bank for Petty Cash .. .. .. 105 

„ 2 Purchased from Jadhav & Co., goods .. .. .. 800 

„ 3 Accepted Jadhav & Co.’s draft on us .. .. 800 

„ 4 Sold goods to D. Davar .. .. .. .. 450 

„ 5 Drew on him for the amount .. .. .. .. 450 

„ 6 Sold goods for cash, which sum was paid into Bank on the 

same day .. .. .. .. 150 

„ 9 Sold goods to P. Pawar, and drew on him at three months 

from this date for a like amount .. .. 300 

„ 10 Returned to Jadhav & Co. soiled goods invoiced at .. 80 

„ 12 Discounted with Bank D. Davar’s acceptance for Rs. 450 
and was charged discount Rs. 20. 

„ 15 Paid E. Green cheque in settlement of Us account for 

Rs. 320 .. .. .. .. .. 300 

„ 17 Our Acceptance was met by Bank this date .. 400 

„ 20 Endorsed P. Pawar’s acceptance to J. Roberts .. .. 300 

„ 22 Paid into Bank from Office Cash .. .. .. 47k- 

„ 23 Sold goods for cash .. .. .. .. 225 

„ 25 Made cash purchases and paid by cheque .. 200 

„ 26 Drew from office cash for self* .. .. • .. .. 150 

„ 27 Handed to Red & Co. our acceptance at 2 months .. 175 

28 Sold goods to R. Jairam .. .. .. .. 100 

„ 29 Received goods returned from R. Jairam and sent him 

Credit Note ,. .. ... .. .. 25 

„ 30 Bougnt goods from P. Smith and gave our acceptance for 

the amount .. .. .. .. .. 175 

„ 31 Returned goods (not up to sample) to P. Smith and sent 

him Debit Note .. .. .. .. 50 

EXERCISE 3 * 

Journalise the following transactions:— ? 

Rs. 

1. Paid by cheque A. Smith’s Bill for repairs to Plant .. .. 1,275 

2. Received from Wimbridge & Co, their invoice for Office 

Furniture supplied .. .. 900 

3. Sent our cheque in payment of the above invoice • .. 900 

4. Paid by cheque Fire Insurance Premium .. 45 
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5. 

6 . 

7. 

8 . 
9 . 

10 . 

11 . 

12 . 

13. 

14. 

15. 

16. 

17. 

18. 

19. 

20 . 
21 . 
22 . 

23. 

24. 

25. 

26. 

27. 

28. 

29. 

30. 

31. 


Received cheque from Govind & Co, in full settlement of their 
account for Rs. 375 

Drew cheque for Petty Disbursements 
Bill Payable due this day met at Bank 
Gave to E, Green our acceptance at 2 months 
W. Peter paid by cheque on account 

Received from Gangaram & Co, their acceptance of draft of 
C. Bapu returned us part of his purchase. Sent him a Credit 
Note .. .. .. .. •» 

Sold goods to A. Jiwan for cash 
Accepted Y’s Bill of Exchange at 4 months .. 

Sent Debit Note to P. Pavri for goods damaged 
Returned goods to C. Row not upto sample 
Chotani & Co. drew on us at three months and the bill was 
duly accepted 

Discounted at Bank BjR No. 5 Rs. 500 proceeds realised 
Bank retired firm’s bill for 

Sold goods to W. Walker and he endorsed his B|R to us 

Bank returned C. Row’s cheque unpaid 

Gave cheque for purchase of plant from Dickson & Co. 

Firm’s acceptance No. 10 paid by Bank 
Paid into Bank from office cash 
Paid for stationery from office cash 
Drew cheque for office use 
Paid Salaries by cash 
Received cheque for commission due to us 
Bank realised interest on our Securities 
Received cheque from Row & Co, to be credited to R. Sen’s 
account .. .. .* . • .. 

Issued cheque for Petty Cash 

The following Petty Cash Book analysis was brought into 
record:— 

Rs. 


Postage .. 15 

Printing and Stationery 25 

Cartage and Cooly .. .. 17 

Travelling Expenses .. .. .. 35 

Advertisement .. 30 


Rs. 

360 

90 

800 

400 

200 

750 

75 

100 

400 

40 

325 

350 

475 

400 

225 

135 

1275 

500 

200 

37 

350 

475 

150 

180 

200 

122 


32. Borrowed from R. Jairam and paid same into the Bank 

33. P. Santaram paid into our Banking Account in settlement of 

his account 

34. Bank returned Santaram’s cheque unpaid 

35. Sold goods to D. Raj an and drew on him at 2 months for the 

amount 

36. Bought goods from R. Hari, accepted his bill for Rsi 400 and 

gave him cheque for Rs. 100 

37. Gave cheque for House-keeping 

38. Paid Club Bill from Office Gash 

39. Returned goods to Jaikar & Co. 

40. Smart & Co, returned us goods along with Debit Note 

41. Made an allowance in price to Ramial & Co, for damag e due 

to faulty packing 


4,000 

300 

300 

155 

500 

450 

45 

50 

60 

70- 


. EXERCISE 4 


Journalise the following transactions:— 

1942 

Jan. 1 Commenced business with cash 
„ 1 Paid into Bank , 

2 Bought goods for cash 

3 Sold to H. Hemy goods on credit 

„ 5 Purchased Fulniture for cash 

, 10 Bought of B. Bode goods worth 

10 Accepted B. Bode’s draft at one month for 
„ 15 H. Henry endorsed over to me his Bill Receivable dated 
5th January at 2 months accepte4 ,4ty W. Wilson for 
t. 20 Purchased from Kharas ft Co. goods 


Rs. 

10,000 

7,000 

900 

700 

550 

850 

850 


e • 


500 

1,500 
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vm 

Jan. 23 Received; cheque from H. Henry on account, and paid 
same into Bank 

„ 24 G. Madon purchased goods on credit .. .. . 

„ 25 Received from G. Madon cheque for (paid into Bank) 
And his acceptance at 2 months for 
Allowed him discount .. .t 

„ 29 Endorsed over G. Madon’s acceptance to Kharas & Co. 

„ 30 Paid Salaries by cheque .. .. ' .. 

„ 30 Drew for personal use in cash 

„ 30 Kharas & Co. drew on me at 2 months in settlement of 
their account 

„ 31 Paid Office Rent by cheque 
Feb. 1 Discounted H. Henry’s bill receiving cosh 
„ 5 V. Vijay purchased goods on credit 

„ 6 Received from V, Vijay cheque 

„ 7 Paid into Bank 

M 10 Drew on V. Vijay at 2 months and he accepted die same 
Allowed him discount .. .« 

„ 13 Bill Payable in favour of B. Bode honoured by Bank 
„ 21 H. Henry purchased goods worth 
M 23 Received from H. Henry cheque 
„ 28 Bought goods and paid for same by cheque 
Mar. 5 Paid salaries by cheque—February * .. 

„ 5 Paid Office Rent by cheque 

„ 8 Bill Receivable, received from H. Henry returned dis¬ 

honoured by Bank 

„ 10 Received from H. Henry cheque 
„ 19 Paid Cash for Stationery 

„ 28 Kharas & Co. returned G. Madon’s acceptance dishonoured, 
Rs. 1,000, Noting charges paid by them 
n 30 Paid Kharas & Co. by cheque .. .. * 

„ 31 G. Madon paid Rs. 85 in cash including interest Rs. 35 and 
accepted a new draft at 2 months for 


Rs. 

ISO 

1,775 

725 

1,000 

50 

500 

1,300 

500 

300 

475 

1,150 

500 

2,800 

600 

50 

850 

950 

200 

600 

500 

300 

500 

750 

520 


50 

1,050 

1,000 


EXERCISE 5 


A. Laud on 31st December 1941 found his balances as follow's: 
Debtors 

G. May .. .. 

R. May 

W. Joy and Co. 

Creditors 


Rs. a. p. 
2,509 2 *6 
1,155 5 3 
1,126 7 5 


L. Merry 
H. Hope 
Goods 

Bills Receivable 
Bills Payable 
Cash in hand 
Cash in Bank 
Furniture and Fittings 


2,364 9 4 
3,826 13 3 
3,885 3 4 
6350 0 0 
6,160 0 0 
985 4 9 
4,490 9 2 
3,400 0 0 


In the month of January 1942 his transactions were:— 

1942 

Jan. 1 Bought of L. Merry goods 
„ 3 Bill Payable No. 1 due this day paid at Bank 

„ 4 Sold to B. Comfort, goods .. . 

„ 5 Received from B. Comfort Cheque .. 2,111 3 2 

Less Discount . * 105 3 2 


„ 6 Received of G. May his acceptance at one month .. 

„ 6 Sold goods for cash 

„ 8 Accepted L. Merry’s Draft at 2 months for .. 

„ 10 Paid into Bank .. .. * 

„ 10 Purchased goods from H. Hope 
„ 10 Sold goods to R. Gay .. .. . * 

„ 11 Drew cheque for personal use 
„ 12 Returned to H. Hope goods 
„ 12 Received cheque for Bill Receivable No. 1 
„ 13 Endorsed over to H. Hope, in part satisfaction. Bill 
Receivable No. 2 due February 3, for . 


Rs. a. p. 
1,495 6 8 
1350 0 0 
2,111 3 2 


2,006 0 0 
2,300 0 0 
1,187 3 4 
3,860 0 0 
3300 0 0 
2,895 4 5 
4326 2 3 
1,155 6 4 
316 3 2 
1350 0 0 

3,775 0 0 
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1942 

Jan. 13 R. Gay returned goods worth 
„ 13 Sold to J. Cooper goods .. .. •• 

„ 13 Drew on W. Joy & Co., at 2 months and they accepted 
my draft for 

„ 17 Bought goods for Cash 
„ 19 W. Joy & Co.,. purchased goods on credit 
„ 21 Renewed G. May’s acceptance for Rs. 2,300. Received 
Cash Rs. 875 (Rs. 75 being for Interest) and drew 
on him a new bill at 1 month for 
, 21 Received from R. Gay Promissory Note at 1 month for 
Allowed him discount 

„ 21 Paid for Printing and Stationery in cash 
„ 21 Sold to G. May goods 
„ 24 Paid Salaries by Cheque 
„ 24 Paid Office Rent by Cheque 
„ 25 Received from G. May Cheque .. 1,430 0 0 

Allowed him discount 82 1 3 


Rs. a. p. 
193 2 3 
1,485 2 5 

1400 0 0 
1433 4 6 
3,042 6 4 


1.500 0 

3.500 0 
88 5 

178 4 
1402 14 9 
1463 12 0 
750 0 0 


„ 28 Bill Receivable No. 3 accepted by J. Hugh due this 
date dishonoured 

„ 29 Gave H. Hope a Promissory Note at 1 month for .. 

„ 29 He allowed me discount 
„ 31 Paid for Electric Light by Cheque 
„ 31 Received for Cash Sales Cheque 
„ 31 Paid into Bank 

You mre required to journalise the above transactions. 

EXERCISE 6 

The Balance Sheet of Abdul Rehman disclosed the following position on 31st 
December 1941* 


1412 1 3 

1,225 0 0 
1450 0 0 
80 14 6 
50 0 0 
2,496 2 1 
5,000 0 0 




Rs. 



Rs. 

Creditors: — 



Cash at Bank 


8,990 

B. Benjamin 

• ■ 

2400 

Petty Cash 


110 

S. Sopher 

• ■ 

1400 

Bills Receivable: — 



Bills Payable:— 



G. Gannon 


1,000 

D., Dobbs 

• • 

700 

M. Dubash 


1,600 

D. ‘Nathan 

a a 

500 

Debtors: — 



Capital 

• a 

78,300 

A. R. Irani 


1,150 




N. Mahomed 


650 




Stock: — 






Crockery 


9440 




Cutlery 


12460 




Land and Buildings 


48,000 


Rs. 

83400 


Rs. 

83400 

Note.— All moneys 

received 

were banked on the same day and all payments 

were made by cheques. 







His transactions during,January 1942 were as follows:— 
1942 

Jan. 3 Received cheque for cash sales: — 

Cutlery 

Crockery • .. .. .. 

„ 4 Bought from B. Benjamin- 

Cutlery 
Crockery 

t 

„ 5 Sold to K. Khodabux— 

Crockery. 

„ 6 M. Dubash’s bill discounted for Rs. 1440 with Bank 

7 Sold to A. B. Irani— 

Cutlery 

Crockery .. .. .. 

t >* 


Rs. 

Rs. 

500 

320 

820 


550 

150 

700 


140 

900 

500 

1,400 
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Received cheque from him in frill settlement 
of his previous account opto the end of 1941 
Jan. 8 Paid to B. Beniamin on account by cheque 

„ 9 Paid from Petty Cash for— 

Postage 

Stationery 

Telegrams 

„ 10 Returned to S. Sopher— / 

Crockery 

Cutlery *» •* • • • • 

„ 11 Bought from D. Dobbs— 

Cutlery 

Bought from Jarvis & Co.— 

Crockery 

„ 12 A. B. Irani returned goods— • 

Cutlery 

„ 13 G. Gannon’s bill due to-day dishonoured. 

Noting charges paid Rs. 8. 

„ 14 Sold to K. Munshi— • 

Cutlery 
Crockery 

„ 15 Retired D. Dobb's Bill due 18th March by cheque 
by getting discount Rs. 25|-. 

„ 17 Bank returned Irani’s cheque as dishonoured .. 

, Drew on K. Munshi at 4 months including 
Rs. 10|— for Interest 

„ 18 Sold to J. Fernandez— 

Cutlery 

Crockery 

„ 18 Sold for Cash— 

Cutlery 

Crockery 


„ 19 Accepted D. Dobb’s draft at 2 months including 
Rs. 60 as interest 

„ 20 Drew for personal use .. .. .. 

„ 22 Paid bill of the Indian Electric Oo. for Lights, 
Fans and Fittings 

„ 23 Borrowed from Safe Security Ltd., Rs. 6,000 at 
7 per cent per annum on the security of Land 
and Buildings. 

„ 25 N. Mahomed paid on account 

„ 26 G. Gannon gave a new bill at 3 months including 
interest Rs. 17 .. .. * . 

„ 27 Paid from Petty Cash for— 

Telegrams 

Postage 

Sundries .. .. . 

„ 28 M. Dubash’s bill previously discounted with Bank, 
now returned dishonoured 

„ 29 D. Nathan’s bill due to-day paid at Bank 

„ 30 Abdul Rehman took for personal use Crockery 
Rs. 45|-, Cutlery Rs. 25|-. 

„ 30 Drew from Petty Cash for personal use .. .. 

„ 31 Sold for Cash- * 

Cutlery 
Crockery 


You are required to journalise the above transaction* 


Rs. Rs. 

1420 

2,000 

5-0 

32-8 

25-4 

- 62-12 

40 

160 

- 200 

5,500 

300 

* 160 


400 

375 

- 775 


1,120 

785 

150 

210 

- 360 

100 

70 

— 170 

5,560 

250 

240 


150 

1,025 

4-8 

2-14 

8-12 

- 16-2 

1,600 

500 


20 

45 
75 


120 
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EXERCISE 7 


Journalise the following transactions 
On June list 1941, B. Kirtikar’s books showed the following:— 
Assets:— 

Cash in hand 
Cash at Bank 
Stock 

H. Ganesh owed 
S. Lord owed 
P. Rodrick owed. 

Bills Receivable 
Furniture 
liabilities:— 

To Waman Desai 
To T. Jusab 
Bills payable 
Loan from K. Dixit 

The following are hiq transactions for the month: — 

June 2 Sold goods for cash and banked 
„ 4 Sold goods to S. Lord 

„ 6 Received from P. Rodrick 

„ 8 Bought goods from Waman Desai 

„ 11 Paid Waman Desai his old account by cheque. 

„ 14 Sold to H. Ganesh, goods 
„ 16 Sold goods to B. Barod for cash 
„ 19 Received from S. Lord a bill at one month for Rs. 2,000 
in full settlement of account. 

„ 20 Received cash for B|R 
„ 21 Paid into Bank 

„ 22 Retired through Bank the bill for Rs. 930 due on 
July 13th, receiving Rs. 20|- by way of discount. 

„ 23 Gave a bill to T. Jusab for Rs. 700|- in full settle¬ 
ment of account. 

„ 24 Gave a cheque in part payment of loan to K. Dixit 
„ 26 Sold goods to E. Hardayal 
„ 27 Bought goods and paid for same by cash 
„ 28 Bought goods from T. Jusab 
' „ 29 Paid Trade Expenses by cash 
„ 30 Drew from cash for personal use 
„ 30 Drew cheque for office rent 


890 14 9 
1,509 6 4 
11,560 0 0 
190 0 0 
1,506 4 6 
371 0 0 
460 0 0 
450 0 0 

360 15 9 
710 10 0 
930 0 0 
3,000 0 0 

2,500 0 0 
500 0 0 
371 0 0 
150 0 0 

430 0 0 
157 6 6 


460 0 0 
500 0 0 


1,200 0 0 
1,600 0 0 
330 5 6 
150 0 0 
120 6 0 
150 0 0 
100 0 0 


EXERCISE 8 


On April 1st 1941, the position*of S. Dallas was as follows:— 

Cash in Office Rs. 435 and at Bank Rs. 5.300: Bill Receivable (J. Padshah, 
due April 29th 1941) Rs. 2,000, owing by E. Bamji & Co. Rs. 3,050 and by F. Arnold' 
Rs. 1500: Goods in stock valued at Tea Rs. 17,000 and Coffee Rs. 14,700: Business 
Premises Rs. 20,000. He owed Bennett & Co. Ltd., Rs. 4,000; Marshall Bros., 
Rs. 3,750; Bill Payable in favour of B. Chatterji Rs. 1,250; PjN given to George 
Ponsonby due on 21st April Rs. 825. 


Note .—All receipts are banked intact and all payments are made by cheques, 
unless otherwise stated. 

1941 

April 2 Sold to E. Bamji & Co. 600 lbs. Tea Rs. 475!- and 450 lbs. Coffee 
Rs. 26Q|-. 

„ .3 Discounted J. Padshuh’s bill at Bank, for Rs,* 1,990. 

„ 5 Bought of Marshall Bros., 5,400 lbs. tea at annas 12 per lb. and gave 

them our acceptance at 3 months for the amount of their bilL Paid 
carriage on the above Rs. 70. 

„ 9 Received from E. Bamji & Co., their cheque for Rs. 1,000|- and their 

acceptance at one month for Rs. 2,000|- in full settlement of their 
account upto April 1st 1941. 

„ 14 Sold to Kaz^& Co., 440 lbs. tea Rs. 390 and 220 Ibis, coffee Rs. 125. 

„ 18 Honoured our acceptance to B. Chatterji by forwarding a cheque for 
Rs. 1,250!-. 

„ 19 Bought of Bennett & Co., Ltd., 6,000 lbs. coffee at 8 annas per lb. 

,, 20 Bought of Marshall Bros., 4,000 lbs. tea at 12 annas per lb. 

„ 21 My banker pagi to George Ponsonby against my P|N to him. 
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1941 

Apr. 25 Paid Mar s h a ll Bros. Ra. 3,730, in loll settlement of account opto April 
1st by cheque. 

„ 29 Bill Receivable of J. Padshah dishonoured, noting charges, etc., paid 
by Bank Hs. 15. 

„ 30 Drew cheques for salaries Rs. 4251-, rent, rates and taxes Ra. 3851- and 
sundry trade expenses Rs. 70|-. 

tt 30 Charged 5. Dallas with the value of tea Rs. 20|- and coffee Rs. 10|- 
taken by him for personal use. 

You are required to journalise the above transactions. 


EXERCISE 9 y 

Ramkrishna Bhandari had the following Assets and Liabilities on February 
1st 1941:— 

Cash Rs. 630; Bank Rs. 23,100; BjR Rs. 6,750; Stock Rs. 26,400; B|P Rs. 3,000; 
owing to Marafhe & Co. Rs. 3,600. * 

1941 

Feb. 1 Advanced to Petty Cash out of office cash RS. 300. 

„ 2 Discounted B|R with Bank for Rs. 6.700. • 

„ 3 Sold to Bapat Bros., goods Rs. 1,400. 

„ 4 Bought goods from Lala Jaichand Rs. 1,440. 

„ 5 Carriage on above paid out of Petty Cash Rs. 35. 

„ 6 Sold to Ganamai, goods Rs. 3,120 for cash. 

„ 7 Sold to A. Chitre, goods Rs. 6,000. 

„ 8 Paid Marathe & Co., by cheque in full settlement less 2} per cent. 

„ 9 Returned goods to Lala Jaichand, Rs. 60. 

„ 10 Bought from Chatterji & Co., goods Rs. 6,300. • 

„ 11 Received back goods from Bapat Bros., Rs. 70. 

„ 14 Gave advance to travelling salesman Rs. 100. 

„ 15 Sold goods for cash Rs. 800. 

a „ 16 Paid out of Petty Cash for stationery Rs. 66 and for postage and tele¬ 
grams Rs. 15. 

„ 17 Received back some goods from Ganamai Rs. 90. 

„ 18 Paid for office furniture Rs. 700 by cheque. * 

„ 20 Bought goods for cash Rs. 300. 

„ 21 Returned goods to Chatterji & Co., Rs. 150. 

„ 22 Sold goods to K. P. Reddy Rs. 350. 

„ 23 Bought goods of S. Ramchand Rs. 750. 

„ 24 Accepted Chatterji & Co.’s draft for Rs. 6,000. 

„ 25 Paid salaries and wages by cheque Rs. 300. 

„ 26 A. Chitre returned goods Rs. 200. 

„ 27 K. P. -Reddy sent us a PIN for Rs. 350. 

„ 28 Sold goods for cash Rs. 250. 

Received from the travelling salesman his account of travelling ex¬ 
penses for Rs. 1271Sent him a cheque for Rs. 2071- including 
Rs. 60]- for his salary and Rs. 20*- for commission due to him. 
Mar. 1 Paid acceptance due this day Rs. *900. 

„ 2 Accepted Smith’s draft at one month Rs. 5<J0. 

„ 3 Borrowed of P. Mukerji the sum of Rs. 2,000. 

„ 4 Paid premium for insurance of stock Rs. 250. 

„ 6 Paid advance against construction of new warehouse Rs. 2,500. 

„ 7 Received Thompson & Co., Solicitors’ Biil of Costs Rs. 450. 

„ 10 Paid G.I.P. Rly. Co. carriage on goods received Rs. 125. 

„ 15 Drew cheque for petty cash Rs. 45. 

„ 17 Handed to Bankers for collection D. Dordi’s acceptance Rs. 300. 

„ 19 Paid Trade Expenses from petty cash Rs. 30. 

„ 21 Bank honoured our Bill Payable due this day Rs. 400. 

„ 24 Paid Telephone charges from petty cash Rs. 35. 

„ 27 Retired our acceptance for Rs. 450 under rebate with cheque for Rs. 423 
„ 31 Ready money sales—cheque Rs. 200. 

You are required to journalise .the above transactions. 



CHAPTER IX 

THE TRIAL BALANCE 

The chief advantage of the system of Double-Entry Book-keeping 
is that it enables the trader to prove the arithmetical accuracy of the 
entries as recorded in the Books of Accounts. 

The student will remember that the fundamental principle of 
DoubleJSntry is that ‘ for every debit there must be a corresponding 
credit Now, in course of making Book-keeping entries in the various 
records, if it is seen that for every debit entry that is given to an account, 
or for every series of debits given to several accounts, there is a credit 
or a series of credits of an equal amount given to some other accounts 
and vice versa, then it follows that the sum of the debit entries should 
equal the sum of the eredit entries. 

If the total of the debit amounts does not tally with the total of the 
credit amounts, then evidently some errors must have been made in the 
records, and it wiU be necessary to find out where the errors have 
occurred. 

It will be useful at this stage to recapitulate briefly the names and 
uses of the several books of prime record and to see how in posting the 
entries from these books into the Ledger the fundamental principles of 
Double-Entry have been applied. 

1. THE INVOICE BOOK or THE PURCHASES BOOK, in which 
are recorded credit purchases of goods acquired for resale. The entries 
in this book are made from the Invoices rendered by the suppliers. 
From here, each item of purchase is posted to the credit of the supplier 
concerned, and the monthly total of this book representing the credit 
purchases for the month is posted to the debit of the Goods Account. 

2. THE RETURNS OUTWARDS BOOK, in which are recorded 
particulars of the goods returned to the suppliers by the dealer. This 
book is written up from the Debit Notes sent to the suppliers along with 
the returns and which are acknowledged by their corresponding Credit 
Notes sent by the suppliers. The amount of each such return outward 
is posted to the debit of the supplier concerned, and the monthly total 
of this book is posted to the credit of Goods Account. 

3. THE DAY BOOK or THE SALES BOOK in which the credit 
solea made to customers are recorded. This bode is entered up from 
the Outward Invoices sent to the customers. The postings are to the 
debit of each customer Concerned with the amount of the goods sold to 
him and to the credit of Goods Account in the shape of the monthly total 
of the book. 

4. THE RETURNS INWARDS BOOK, ifl which are entered 
particulars of the goods returned by customers to the dealer. The 
entries in this book are made from the Credit Notes salt to the custo¬ 
mers. The amount of each return inward is posted to the credit of the 
customer concerned, and the monthly total of this book is posted to 
the debit of Goods Account. 

5. THE CASH &OOK with columns for Discount, Cadi and Bank 
on either side. The entries on the debit side represent cash receipts 
and are posted individually to the credit of their respective personal or 
other accounts. The amounts as entered in the Cadi or Bank columns in 
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themselves represent debits to Cash Account or Bask Account The 
monthly total of the debit Discount column hi debited to Discount 
Account. Thus, from the debit side of the Cash Book, whereas the 
various personal or other accounts get individual credit, the correspond¬ 
ing debits go to Discount, Cash and Bank Accounts. 

The credit side of the Cash Book records all payments. Each 
amount paid is debited to the personal or other account concerned, ami 
the Cash Account or Bank Account is automatically credited by means 
of the amounts being entered in these columns on the credit side. The 
monthly total of the credit Discount column is credited to Discount 
Account. Thus, from the credit side of the Cash Book, whereas the 
several accounts concerned get individual debit, the corresponding 
credits are given to Discount, Cash and Bank Accounts. 

6. THE BILLS RECEIVABLE BOOK, to record particulars of all 
Bills Receivable received from debtors. The personal account of each 
party from whom the Bill is received is individually credited, and the 
monthly total of the book is debited to Bills Receivable Account. 

7. THE BILLS PAYABLE BOOK, to record* particulars of all 
Bills Payable granted by us. The personal account of each party to 
whom such Bill payable is granted is debited and the monthly total of 
this book is credited to Bills Payable Account. 

8. THE PETTY CASH BOOK, to record payments erf Petty 
Expenses. The Petty Cash Account is debited each time a cheque for 
Petty Cash is given to the Petty Cashier,, and the Bank Account is 
credited from the Cash Book. At periodical intervals, a Journal entry 
is passed with the summary of petty cash payments, debiting the appro¬ 
priate Nominal Accounts of expenses for which moneys were paid and 
crediting the Petty Cash Account. 

9. THE JOURNAL PROPER, to accommodate such other tran¬ 
sactions as cannot come under any one of the above classifications. In 
this book, the double aspect of every transaction is given effect to by 
at once debiting one account and crediting some other account. 

From the above, the student must have observed how, while 
transferring into the Ledger the entries from the foregoing books of 
original entry, the underlying principles of Double-Entry are most 
faithfully applied by giving effect to the two-fold aspect of every 
transaction or each series of transactions. 

WHAT A TRIAL BALANCE IS 

Since accounts are thus debited and credited with like amounts 
to give effect to the double aspect of every transaction, it follows that 
the total of the debit entries must equal vtv amount the total of credit 
entries. It also follows as a corollary that the total debit balances must 
equal the total credit balances. This, however,, would be irrespective 
of the number of accounts opened or the number of postings made. 

When, therefore, all the transactions fo£ a particular period have 
been duly entered in the books and properly posted, you will need to 
try whether you have correctly transferred all the entries from the 
Original Records into the Ledger. With this object in view, you will 
prepare a Trial Balance, Le., a list of Balances debit or credit standing 
in the books of a trader at any given date. • 
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The agreement of the Trial Balance provides a very useful check 
upon the Ledger postings. As a matter of fact, it proves two things, 
viz., 

(1) That both the aspects of each transaction are recorded; and 

(2) That the books are arithmetically accurate. 

Should the Trial Balance disagree, it reveals the presence of errors 
which must be found and rectified. 

HOW TO PREPARE A TRIAL BALANCE 

A Trial Balance is usually prepared on loose sheets ruled in a form 
similar to that of the Journal, i.e., with debit and credit-money columns 
side by side. Each account is given a line, and the name of the account 
is written in the particulars column. The date column is used for 
entering the folio or page of the Ledger on which the account appears. 
The first money column is used fpr entering the total of the debit side 
of each Ledger Account, and the second column for the total of the 
credit side of the account. If the books are correct, the Debit Total will 
equal the Credit Total, thus : — 


TRIAL BALANCE WITH DEBIT & CREDIT TOTALS 






Dr. 


Cr. 






Rs. as. 

ps. 

Rs. as. ps. 

Capital Acoount ... 


aaa 




45.000 0 

0 

Drawings Acoount 



a m ■ 

17,700 0 

0 

5,200 4 

0 

Cash 

see 

• a a 

aaa 

1,712 12 

3 

1,492 2 

0 

Bank 


• a a 

aaa 

26,000 0 

0 

17,785 6 

0 

Stock at oommenoement 


aaa 

a a a 

18,858 14 

6 



Purchases Acoount 

• ■ • 

aaa 


23,457 3 

3 



Sales Acoount 

• 4 • 

* • • 

aaa 



40,263 10 

2 

Returns Inwards Account 

• « • 


aaa 

1,676 10 

0 



Returns Outwards Acoount 



aaa 



986 12 

3 

Bills Receivable Account 

,,, 


aaa 

3,900 0 

0 

2,700 0 

0 

Bills Payable Acoount 

4 • • 

aaa 

aaa 

3,000 0 

0 

3,600 0 

0 

D, Marker 

• •• 


a e a 

1.603 4 

3 

2,955 8 

3 

J. K. A Sons 

• • a 



8,278 2 

0 

1,850 0 

0 

R. Ravjl 

a# • 


aaa 

9,252 12 

3 

3,002 12 

3 

Press A Co. 

• a a 



1,653 4 

2 

2,553 3 

5 

P. Bonnie A Co. 

, M 


aaa 

1.980 4 

0 

1,375 6 

3 

Office Fixtures Acoount 

a e a 


aaa 

2,700 0 

0 



Discount and Allowances Acoount 


aaa 

893 10 

6 

753 14 

2 

Postage Stamps Acoount 

... 

■ a a 


150 12 

3 



Advertisement Account 

• aa 


aaa 

375 8 

0 



Printing and Stationary Account 

aaa 

aaa 

850 13 

4 



Salaries Acoount 

a a a 



2,500 0 

0 



Office Rent Acoount 

... 

• aa 

... 

2,975 0 

0 




R». 1,29,518 14 9 1,29.518 14 9 


Instead of entering the debit and credit total of each Ledger 
Account, a method that is* generally followed irf practice is to extract 
the balance of each Ledger Account and then to enter all Debit Balances 
in the debit (left-hand) column and all Credit Balances in the credit 
column, thus— 


TRIAL BALANCE WITH DEBIT OR CREDIT BALANCES 

• Dr. Cr. 

Rs, as. ps. Ra. as. ps. 

Capital Account ... ... ... .„ 45.000\0 0 

Drawings Account ... ... 12,499 12 0 \ 

Carii Balanoe ... ... ... 220 10 3 x 

Bank Balance ... r ... ... ^ 8,214 10 0 


r 


• • • 
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TRIAL BALANCE-(Contd.) 


■ 




Dr. 

Re. as. 

P*. 

■ Or, 

■ Ro.ea.ps. 

Stock at commencement 

* • * 

• a» 


18.868 14 

6 

Purchases Amount 

• *« 

• •• 


23,457 3 

3 

’ 

Sales Aoeount 

• • ■ 

* ee 




40,263 10 2 

Returns Inwards Account 

• • • 

• • • 


1,676 10 

0 

Return* Outwards Account 

• • • 




986 12 3 

Bill* Receivable Account 

• ee 



1,200 0 

0 


Bills Payable Amount 


• ee 



600 0 0 

D. Marker 

... 

• •• 




1,352 4 0 

J. K. & Sons 

* • » 

• a • 


6,428 2 

0 


R. Ravji 

• * • 

»*« 


6,250 0 

0 


Press A Co. 

• •• 

• a • 




899 15 3 

P. Soonje&Co. ... 

V* 

* * a 


604 13 

9 


Office Fixtures Account 


• a a 


2,700 0 

0 


Discount and Allowances Account 

* • a 


139 12 

4 


Postage,Stamps Account 

... 

• I* 


150 12 

3 


Advertisement. Account 

... 

■ • » 


376 8 

0 


Printing and Stationery Amount 

IM 


850 13 

4 


Salaries Account 

« * • 

... 


2,500 0 

0 


Office Rent Amount 

... 

... 


2,975 0 

0 





Rs. 

89,102 9* 

8 

89,102 9 8 


^ An important point to be borne in mind in the preparation of the 
Trial Balance is to include the Cash Balance and the Bank Balance as 
indicated by the Cash and Bank columns of the Cash Book. The reason 
is that these columns represent Cash and Bank Accounts, and it is only 
for convenience that cash transactions are recorded in a separate book 
instead of being entered in shape of Ledger Accounts. 

ERRORS NOT DISCLOSED BY TRIAL BALANCE 

It has been stated before, that, if the two totals of the Trial Balance 
are in agreement, it may safely be assumed that the books have been 
written up correctly. This statement, however, is partially true. It 
must be remembered that the Trial Balance serves to prove only the 
arithmetical accuracy of the books. .There are several classes of errors 
which may exist and may remain undisclosed i ti spite of the agreement 
of the Trial Balance. 

► The following errors will remain undetected and will not affect 
the agreement of the Trial Balance: — 

1. Errors of Omission. 

2. Wrong Entries in any Original Record. 

3'. Errors of Principle. • 

4. Compensating Errors. 

5. Posting to Wrong Heads of Accounts. 

ERRORS OF OMISSION :—An Error ‘of Omission is one where 
a transaction has been absolutely omitted to be recorded, i.e., a Credit 
Purchase omitted to be recorded in the Purchases Book, or an item of 
Return Inwards (Knitted to be recorded in the Returns Inwards Book. 

WRONG ENTRY IN ORIGINAL RECORD:—This occurs where 
a transaction has been wrongly entered in a Subsidiary Book. Thus, 
a Credit Sale of Rs: 175*- to Dickson & Co., may have been entered In 
the Day Book as of Rs.'Z75J-. 

ERRORS QF PRINCIPLE:—An Error of Principle is one. where 
a transaction is recorded in total disregard of the Amdamental principles 
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of Double Entry. Thus, a purchase' of Plant and Machinery may have 
been wrongly passed through the Purchases Book, or Repairs to Build¬ 
ing may have been wrongly debited to Building Account 

COMPENSATING ERRORS :—A Compensating Error in Account¬ 
keeping is an error on one side of an account which is balanced by an 
error or a series of errors in the aggregate of the same value, in opposite 
direction. Thus, if the Purchases Book is undercast by Rs. 100]-, and 
the Sales Book is also undercast to the extent of the same amount this 
will not affect the agreement of the Trial Balance. 

POSTING TO WRONG HEADS OF ACCOUNTS:—Such errors 
will arise where an amount is wrongly posted to one account instead 
of to another. Thus, a sale of Rs. 200|- to Robert & Son may have been 
wrongly debited to Robertson & Co. from the Day Book. Such an error 
will not prevent the. Trial Balance from agreeing inasmuch as the 
amount of Rs. 2001- is there on the debit just the same, and the Trial 
Balance only proves that the books are arithmetically correct. 

ERRORS DISCLOSED BY TRIAL BALANCE 

The agreement of the Trial Balance will be affected by the presence 
of any of the following errors:— 

1. Omission to post an entry from any Subsidiary Record. 

2. Posting a wrong amount to a Ledger Account. 

3. Posting an amount on the wrong side of a Ledger Account. 

4. Errors in casting Subsidiary Records or Ledger Accounts. 

5. Errors in balancing any Ledger Accounts. 

6. Omission of a balance of any Account in the Trial Balance. 

SUMMARY 

t 

1. In Double-Entry, as the two-fold effect of every transaction is 
recorded by debiting one account and crediting another account, it 
follows that the sum of the debit totals of the Ledger Accounts must 
equal the sum of their credit totals, on any date. 

2. The arithmetical accuracy of the books is proved by taking out 
a Trial Balance. 

3. A Trial Balance can be prepared either by taking the debit and 
credit total of each account or by taking the debit or credit balance of 
each account. 

4. The Cash and Bank Balances must be included in the Trial 
Balance. 

5. The agreement of a Trial Balance is not a conclusive proof as 

to the accuracy of the books. There are several types of errors which 

a Trial Balance fails to disclose. 

* 

QUESTIONS ON CHAPTER IX 

1. What is a Trial Balance ? 

2. Explain how you vfculd set about preparing a Trial Balance. 

3 . Prepare a Trial Balance made up of Ledger Balances with 
imaginary figures. 

4. What would you understand, if a Trial Balance agrees ? 

5. Why should Cash and Bank Balances be inducted in a Trial 

Balance? * 
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6. What items are usually to be found in a Trial Balance ? 

7. What types of errors does a Trial Balance fail to disclose ? 

8. Mention the different classes of errors the presence of which 
would prevent a Trial Balance from agreeing. 


EXERCISE 1 
Prepare a Trial Balance from the following items 

R’s Capital Account 
R’s Drawings Account 
'Opening Stock 
•Machinery < - - 

.•Office Furniture 
-Sundry Debtors 
•Sundry Creditors 
Cash at Bank » - - - - 
Cash in hand 
-Purchases 

Discount allowed to Customers 
Sales 

Carriage Inwards 
Insurance 

Printing and Stationery 
Rent and Taxes 
Office Salaries 
Returns Inwards 
Returns Outwards 
Bills Receivable 
Bills Payable 


Rs. 

41,000' 
2 , 000 ' 
17,000 
20 , 000 *'', 
L500* 
38,000 
45,000 * 
18*200 „ 
750 

30,000- 
1,200 
55$>0 
1,300 *" 
800 *"- 
675 
U°0 
8|§00 
1,000 
925 
1,780 
1,600 


EXERCISE 2 

From the following balances extracted from 
prepare a Trial Balance:—* 

A. Brown’s Drawings Account 
A. Brown’s Capital Account 
Sundry Creditors 
Bills Payable 
Sundry Debtors 
Bills Receivable 
Loan advanced to Rao & Co 
Fixtures and Fittings 
Stock at commencement 
Cash in office 
Cash at the Imperial Bank 
^Overdraft with the Central Bank 
Purchases 

Duty and Clearing Charges 
Sales 

Staff Salaries 
^Returns from Customers 
{Returns to Creditors 
Commission and Travelling Expenses 
Trade Expenses 
Rent Account 
Discount received 


the Ledger, you are required to 


Rs. 
6,000 
. 24,000 
. 43,000 
4,000 
. 51,000 
5,000 *~ 
. 10,000 •" 
4,500' 

. 47,000*“"' 
900 
. 12,500 
6,000 
. 50,000 
. 3,500 

. 1,28,000 
. 9,500 

1,000 
. 1400 
. 4,700 

2400 
2,000 
. 4,000 


EXERCISE 3 . 

R. Hardy’s books contained the following balances on 1st January 1942:— 

0 Rs. 

1,000 


P. Swift (Creditor) 
R. Shanker do. 

C. Green do. 

A. White (Debtor) 

B. Brown da 


2,000 

3,000 

1,200 

2,300 
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C. Black (Debtor)*- 

Stock on hand 

Bills Payable Noe. 1 and 2 

Bills Receivable Nob. 1 and 2 

Cash at Bank 

Petty Cash in hand 

Office Furniture and Fittings 


Rs. 

2400 

4,000 

1,400 

1,600 

12,700 

200 

1400 


Note .—All cash received is banked and all payments are made by cheque*. 
In the months of January and February, his transactions were:— 


Jan. 2 Sold Goods to Red & Co. . 

„ 3 Bought Goods from Krishna & Co 

„ 3 A. White accepted Bill No. 3 for one month for 

Paid by cheque the balance of 
„ 4 Sold to Turpin, Goods 

„ 5 Bought from C. Sharp, Goods 

7 B. Brown paid by cheque in full settlement 
„ 8 Sent Credit Note to C. Black for returns 

„ 8 C. Black accepted Bill No. 4 for the balance 

„ 9 Paid P. Swift by cheque in full settlement 

' „ 10 Received Cfedit Note from R. Shanker for returns 
„ 10 Accepted R. Shanker’s draft B. P. No. 3 for the balance 
„ 11 Returned Goods to C. Green 
„ 41 Paid C. Green on account 
‘ ,, 11 Accepted his Bill No. 4 for 
„ 12 Bought from Lloyd & Co., Goods 
„ 12 Sold Goods to G. Spencer 
„ 12 Sold Goods to R. Brandon for Cash 
„ 13 Bought Goods from Copeland & Co. 

,, 13 Returned Goods to Lloyd & Co. 

„ 13 G. Spencer returned Goods 

„ 14 Sent Credit Note to R. Brandon for damaged Goods 
„ 15 Copeland & Co. sent Credit Note for short weight claimed 
„ 16 Bills Receivable Nos. 1 and 2 realised by bank 

17 Discounted C. Black’s acceptance B. R. No. 4 & received cash 
„ 27 Cash Sales 
28 Cash Purchases 

5 Paid Salaries 

6 A. White’s acceptance dishonoured this day 

7 Drew Cheque for Petty Cash 

13 Bank met Bill Payable No. 3 

14 Paid C. Green on-account of B|P No. 4 due this day 
Accepted C. Green’s fresh draft B. P. No. 5 for the balance 

and for interest 

16 Sold Goods to R. Sims for cash 
20 Bank met Bills Payable 1 and 2 
22 Paid Office Rent 

25 Received cash for commission earned 
28 The payments from Petty Cash for the period were: — 


Carriage and Cartage 
Postage and Telegrams 
Sundry Charges * 
Printing and. Stationery 
Advertisements 


Feb. 


Rs. 

900 

1,200 

800 

400 

1,000 

1,170 

2400 

200 

1,900 

950 

175 

1,825 

400 

1,600 

1,000 

2400 

1,500 

1,700 

875 

300 

125 

200 

75 

1,600 

1.700 

2.700 
1,400 

300 

800 

150 

1,825 

400 

625 

700 

1,400 

250 

600 


325 


Enter all the above transactions in the proper subsidiary books, post the bime 
and prepare a Trial Balance. 





























CHAPTER X 

THE TRADING ACCOUNT 

The arithmetical accuracy of the books having been tested by means 
of a Trial Balance, the next step is to collect the information, which 
lies scattered about in these books of accounts, in a manner as would 
show the resulting profit or loss and also how the business stands 
financially. % 

The Trial Balance being a list of all the balances standing in the 
books of a trader, at a given date, it naturally indudes balances of 
Personal Accounts, Real Accounts and Nominal Accounts. 

The number of Personal Accounts which will have to be opened 
in a trader’s Ledger must necessarily depend.upon the number of 
customers and creditors with whom he deals. „ 

The number of Real and Nominal Accounts to be opened will 
depend upon the nature of the business and the quantity of information 
the trader desires to secure from his books of accounts. The larger the 
number of Real and Nominal Accounts opened, the more detailed and 
analytical information would he derive from his books. Thus, a dealer 
may, for instance, record his permanent assets under one account styled 
“Plant and Fixtures Account” and all his transactions in goods in a 
“ Goods Account ”. Another may record his permanent assets under 
separate heads, such as, Plant and Machinery Account, *Furniture and 
Fixtures Account, Loose Tools Account, etc., and may have, instead 
of the one Goods Account, separate accounts such as Purchases Account, 
Sales Account, Returns Inwards Account, Returns Outwards Account, 
and Stock Account. Again, one trader may charge all his business 
expenses to one account styled “ Office Expenses Account ” or “ Trade 
Expenses Account ”, whereas another one may find it desirable to show 
the trade expenses under several heads, viz., Rent Account, Salaries 
Account, Advertising Account, Printing and Stationery Account, 
Travelling Expenses Account, etc., etc. 

It is thus apparent that the more detailed the analysis of the 
business expenditure is maintained, the greater will be the amount of 
information obtained from the books. It further follows that the more 
detailed information a business man can have about his business transac¬ 
tions, the greater will be his control over that business, and the better 
he will be in a position to locate leakages or waste, and to effect economy 
where needed. * 

Having proved the accuracy of the business records, the next step 
for the trader would be to ascertain (1) whether the business has been 
profitable or otherwise, and (2) what the financial position of the 
business is. In order to determine what profit or loss he has made, he 
will have to prepare a Profit and Loss Account,' and to ascertain the 
true financial position of the business, he will have to prepare a state¬ 
ment called a Balance Sheet. , 

CAPITAL AND REVENUE EXPENDITURE „ 

Before we proceed to a consideration of how the above statements 
are prepared, it is necessary at this stage for the student to acquaint 
himself with the exact distinction between Capital Expenditure and 
Revenue Expenditure. • 


D.E.—9 
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All expenditure incurred in the acquisition of properly of a perma¬ 
nent nature which is held for the purpose of carrying on the business, 
such as Land, Buildings, Plant, Trade Utensils and Implements, Furni¬ 
ture and Fixtures, etc., is known as Capital Expenditure. Such expen¬ 
diture maintains a permanent value to the business except for the wear 
and tear the assets undergo on account of their use, and it is with the 
help of these assets that the business is carried on. 

Where an amount is expended on an existing asset either by way 
of an extension or structural alteration or improvement whereby the 
revenue-earning capacity of that assel is increased, such an amount 
should be treated as Capital Expenditure. The book value of the asset 
would thus be increased by debiting the amount expended to the 
existing asset account. 

All expenditure incurred in buying the goods for resale or convert¬ 
ing raw materials into manufactured articles, or incidental to the 
conduct and finaneing'of the business, or such as is incurred towards the 
up-keep and maintenance of the permanent* property of the business 
is classed as Revenue Expenditure. Thus, Revenue Expenditure 
includes cost of purchase of goods in which the business deals, and 
amounts paid for rent, wages, taxes, insurance, interest on loans, repairs 
to Plant, Buildings, etc. Such expenses are for things which are used 
up or consumed in the business and must be set off against the earnings 
of the period. They are classed as Revenue Expenditure as they are 
all transferred to Revenue Account, i.e. Profit and Loss Account, at 
the end of each financial period for the purpose of arriving at the profit 
or loss resulting from the business. 

TOE TRAD ING..A CCCMLJNT^ 

The Profit and Loss Account is divided into two sections. 

(1) The Trading Account; and 

(2) The Profit and Loss Account. 

The Trading Account is an account which shows the result of the 
buying and selling of goods. It, therefore, contains in a summarised 
form all the transactions occurring during a trading period which have 
direct relation to the goods dealt in by the business. 

In , preparing this account, the general establishment charges are 
ignored, and only the transactions "in goods are included. 

On the debit side of the Trading Account will be found the following 
items: — 

(1) Goods in Stock at the commencement of the trading period; 

(2) Purchases of Goods during the period, less the value of such 
of the purchases as have been returned ; •and 

(3) Direct Charges* oq, the Purchase of Goods, such as Freight, 
Duty, Clearing Charges, Carriage Inwards, etc. 

On the credit side will be found: — 

(1) Sales, less the value of goods returned by customers; and 

(2) Stock of Goods on hand at the end of the period. 

The balance of the Trading Account represents the gross profit 
on trading for the period, i.e., the excess of the selling price of the goods 
sold over their purchase price. , 
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SUB-DrVISION OF GOODS ACCOUNT 

Hie student would do well to note here that in order to enable a 
Hading Account to be prepared as above, it would be necessary to sub¬ 
divide the Goods Account. Instead of the one Goods Account that the 
student has learnt so far, there will be several accounts to represent 
dealings in goods, as under;— 

PURCHASES ACCOUNT:—To this account would he debited 
the monthly total of the Purchases Book. To the same account would 
also be debited all Cash Purchases from the Cash Book. 

• RETURNS OUTWARDS ACCOUNT:—This account would be 
credited with the monthly total of the Returns Outwards Book. 

SALES ACCOUNT:—The monthly total of the Sales Book would 
be credited to this Account. All Cash Sales would also be credited from 
the Cash Book to this Account • 

RETURNS INWARDS ACCOUNT .-—This account will get iis 
periodical debit from the Returns Inwards Book. 

It goes without saying that if it is desired to record Cash Purchases 
separately from Credit Purchases, and Cash Sales as distinct from Credit 
Sales for the sake .of more detailed information, then the Purchases 
Account would have to be sub-divided into Cash Purchases Account 
and Credit Purchases Account, and instead of the one Sailes Account, 
there will be two accounts, viz., Cash'Sales Account and Credit Sales 
Account. , 

INCLUSION OF STOCK IN TRADING ACCOUNT 

Hie stock of goods on hand at the opening and close of each trading 
period must be taken into account for the purpose of arriving at the 
profit made on the buying and selling of goods. If these stocks are not 
brought into account, the mere difference between the purchases and 
the sales would fail to indicate the profit or loss on goods. 

Example 32 

Assuming that a trader had 100 articles of Rc. 1 each on hand and he bought 
further 500 articles of Re. 1 each and sold 300 articles of these at Re. 1|8 each, let 
us see how the result of these dealings would be shown 

If we ignore the opening and closing stocks, and take merely the difference 
between the purchases and sales, the result would appear thus :— 

Cost of purchase of 50Q Articles at Re. 1 each .. Rs. 500 

Amount realised on sale of 300 Articles at Re. 1|8 each „ 450 

• Difference .. Rs. 50 

If we simply consider the above, it would seem that the trader has lost Ra. 50|-. 
This, however, is not the fact, because out of the 600 articles that he had, there are 
still 300 articles unsold, and the value of these must be included in order to find 
out the true result of his buying and selling. Henqe the necessity of bringing into 
account the opening and closing stocks thus: — 

Cost of 100 Articles he had on hand at Re. 1 each .. Rs. 100 

Cost of purchase of further 500 Articles at Re. 1 each „ 500 

* - - ■ 

. Toted Cost .. Rs. 600 

Amount realised on sale of 300 Articles at Re. 1|S each .. Rs. 450 
Cost Price of 300 Articles he has on hand at Re. 1 each „ 300 

Total worth now .. Rs. 750 

The surplus of Rs. 150}— represents his profit. The same result can be achieved 
by showing the above facts in the form of a Trading Amount, thus;— 
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THE TRADING ACCOUNT 


— 

No. of 
Articles 

Value 

— 

No. of 
Articles 

Value 

1 


Re. 



Re. 

To Opening Stock at oost... 

100 

100 

By Sales 

300 

450 

„ Purchases 

500 

500 

„ Balance of unsold 



„ Grow Profit 


150 

stock at oost 

300 

300 


600 

Rs. 750 


600 

Rs. 750 

To Balance of unsold stock 

300 

Rs. 300 





From the above illustration, it is clear that the actual profit cm the 
buying and selling of goods cannot be ascertained until account is taken 
of the stock at the. commencement and the stock at the close of 
the trading period. 

A further fact that is apparent from the above example is that the 
closing stock of any one period automatically becomes the opening stock 
of the succeeding period. 

VALUATION OF STOCK 

As the item of closing stock materially affects the gross profit, it is 
essential, that the greatest possible care should be taken in the proper 
valuation of the same. For this purpose, an inventory of the unsold 
goods on hand at the dose of the trading period should be prepared most 
carefully and should be valued at cost price. 

An important point to bear in mind in this connection is that unsold 
stock should never be valued at selling price, if that price exceeds the 
cost price. If the unsold goods are valued at selling price, the result 
would be to antidpate a profit upon them which may or may not be 
realised. In other words, the profit on goods should only be brought 
into account when the goods are actually sold and delivered. 

If, however, the market price is less than the cost price, then a loss 
has evidently been incurred, since the goods can only be sold at a loss, 
and under such a circumstance, the goods should be valued at their 
market price. 

The student will remember that the figure of closing stock has to 
be shown on the credit side of the Trading Account in order to ascertain 
die gross profit, and will then understand how any over-valuation or 
under-valuation of this item will show results at once misleading and 
false. 

The following principle^ may, therefore, he laid down as sound in 
determining the value of the stock of unsold goods on hand, viz., 

(1) Profit on goods is deemed to have been earned only when the 
goods are actually sold; 

(2) No profit should, be anticipated and-taken credit for until it 
is earned; 

(3) If there is 'any chance of a loss likely to arise, the same must 
immediately be provided for; and as a result of the above rules, 
it follows that 

(4) The stock of unsold goods should always be valued at cost 
r price or market-price, whichever is the lower. 
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HOW TO BRING CLOSING STOCK INTO ACCOUNT 

The value of the closing stock having been ascertained, the same 
is brought into account by means of a Journal entry debiting Stock 
Account and crediting the Trading Account. The reason why Stock 
Account should be debited is that unsold goods represent an asset, and 
all assets are debit balances. As to why the Trading Account should 
be credited with the value of stock at the close has already been 
explained earlier in this chapter. * 

PURCHASES AND SALES RETURNS 

As Returns Outwards Account represents outgoings of goods, it 
always shows a credit balance. Similarly, Returns Inwards Account 
representing incomings of goods always shows a # debit balance. Ordi¬ 
narily, there would be nothing wrong, therefore* if Returns Outwards 
were shown on the credit side of the Trading Account and Returns 
Inwards on the debit. But, as Returns Outwards mean goods returned 
by the trader from out of his purchases, and as Returns Inwards mean 
goods returned by the customers from out of die goods sold to them, it 
follows that the effect of the Returns Outwards is to reduce the pur¬ 
chases, and that of the Returns Inwards is to reduce the sales. This 
effect can thus be more clearly expressed by showing the item Returns 
Outwards as a deduction from the Purchases on the debit side of the 
Trading Account, and Returns Inwards as a deduction from the Sales 
on the credit side of the Trading Account, so that the Purchases and 
Sales may appear at their actual net figures. 


FREIGHT, DUTY AND CARRIAGE INWARDS 

4 

When goods are imported from a foreign country, further expenses 
such as Freight, Duty, Dock Dues, Clearing Charges, etc., have to be 
incurred over and above the Invoice price of the goods purchased. As 
these items add to the cost of the goods purchased, they are naturally 
shown in the Trading Account on the debit side immediately under the 
item Purchases. Even the expenses incurred by way of carriage or 
cartage for bringing of the goods right upto the trader's warehouse have 
to be treated as additional cost of the goods and must find their place in 
the Trading Account. 


Example 33 

✓ 

.V 

l3<>Prepare a Trading Account from the following particulars:— 


Stock of goods at commencement 

Purchases 

Sales 

Returns Inwards 
Returns Outwards 
Carriage Inwards 
Duty and Clearing Charges 
Stock at the close 


Rs. 

25,000 

75,000 

1,25,000 

1.500 
1,200 
1,000 

2.500 
20,000 
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TRADING ACCOUNT (OF A TRADER) 



Rs. 


i 

Ra. 

Rs. 

To Stock at commencement 

Rs. 

„ Purchases 75,000 

25,000 

By Sales 

Lea» Returns 

1,25,000 

1,500 

1.23,500 

Ltta Returns 1,200 

„ C&rrisge Inwards 

73,800 

1,000 

„ Stock at close 

««» 

20,000 

n Duty and Clearing Charges 
„ Qroaa Profit carried to Profit 
and Loss Aooount 

2,500 

41,200 

• 



Rs. 

1,43,500 


Rs. 

1,43,500 


TRADING ACCOUNT OF A MANUFACTURER 

As the student has already seen, a Trading Account should contain 
all the items of expenditure incurred in relation to the goods themselves, 
including the cost of getting them into the trader's warehouse (i.e. 
Carriage Inwards). In case of a trader, this process does not present 
any difficulty, as ail his purchases are of ready-made goods and the 
buying price of these goods has to be set off against the selling price to 
ascertain the gross profit. In case of a manufacturing concern, however, 
where the purchases are of raw materials but the sales are of finished 
articles, all the manufacturing costs incurred in making the goods ready 
for sale will have to be included in the Trading Account. Ihe Trading 
Account will then contain the following items : — 


Stock at commencement: — Sales 

Raw Materials Stock at close : — 

Partly-Finished Goods Raw Materials 

Finished Goods Partly-Finished Goods 

Purchases: — Finished Goods 

Raw Materials 
Finished Goods 
Carriage Inwards 
Manufacturing Wages 
Coal Consumed 
Factory Rent 

Factory Lighting & Heating 
Gross Profit 

Example 34 

Prepare a Trading Account from the following particulars: — 



Stock at commencement:— 
Finished Goods 
Partly-Finished Goods 
Raw Materials 

Purchases of Raw Materials * 
Freight and Carriage on-above 
Manufacturing Wages 
Factory Rent 

Gas and Water for Factory 
Sales .. 

Stock at close:— 

Finished Goods v . 
Partly-Finished Goods 
Raw Materials 

Returns Inwards 
Returns Outwards < 


Rs. Rs. 


75,000 

3,000 

20,000 


98,000 

80,000 

2.500 
60,000 

4.500 
3,000 

2,10,000 


80,000 

5,000 

18,000 


1,03,000 

2,000 

2,200 
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ACCOUNT (OF A MANUFACTURER) 



ADVANTAGES OF TRADING ACCOUNT 

The trader, having ascertained the gross profit for a period, can 
strike the percentage of such profit on the cost of the goods sold, and 
thus find out for himself whether he has actually earned the percentage 
he had determined upon or not. Thus, if goods which $ost Re. 1 were 
sold for Re. 1-4, and if every article for sale was marked with 25% 
tacked on to the cost, the result should show a gross profit of 25% on 
the cost of the goods sold. Assuming that the percentage of gross profit 
as shown by the Trading Account actually worked out at 20%, the 
trader would naturally feel that there is obviously something wrong 
with the records. It may mean that some purchases have been recorded 
twice in error, or some sales have been omitted to be entered, or the 
closing stock has been under-valued. In any case, this fact will put him 
to inquiry and will help him to find out the accuracy or otherwise of his 
records. 

' The Trading Account also helps the dealer to compare his Opening 
and Closing Stocks in order to ascertain whether the purchases have 
been judicious. It also affords facilities for comparing the figure of sales 
with similar figure of previous year in carder to ascertain whether the 
business is on the upgrade or vice versa. 

a 

Another equally important advantage secured by the percentage 
of Gross Profit is that it serves as a ready guide in the adjusting of the 
sale prices. * , 

CLOSING ENTRIES FOR TRADING ACCOUNT 

Journal entries necessary to transfer the Opening Stock, 
Purchases, Sales and Returns Accounts to the Trading Account are 
called Closing Entries, as they serve to close thes^accounts. 


The Closing Entries appertaining to items in Example 33, on page 133 will be 
as follows• 
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;l.f. 

Rs. 

Rs. 

Trading Account ‘ ... ... ...Dr. 

To Stock Account 
„ Purchases Aooount 
„ Returns Inwards Account 
„ Carriage Inwards Account 
„ Duty and Clearing Charges Account 
(For transferring the above accounts to Trading Account.) 


1,05,000 

25,000 

75,000 

1.500 
1,000 

2.500 

Sales Account ... ... ...Dr. 

Returns Outwards Account ... ... ... „ 

To Trading Aooount 

(For transferring Sales and Returns Outwards to Trading 
Aooount.) 


1,25,000 

1,200 

1,26,200 

Stock Account ... ... ...Dr. 

To Trading Aooount • 

(For bringing the Closing Stook into aooount.) 


20,000 

20,000 


Nate .—The entry for bringing the Closing Stock figure into the books may be 
looked upon more as tui Adjusting Entry than a Closing Entry. 

Example 3$. / ' 

The Closing Entries appertaining to items in Example 34, on'pfcge 134 will be 
as follows:— 


,L.F. 


Rs. 


Rs. 


Trading Account ... ... ...Dr. ; 

To Stock Account ; 

„ Purchases Account 

„ Returns Inwards Account ' ! 

„ Freight A Carriage Account 
,,'Gas A Water Account 

„ Manufacturing Wages Account ' 

„ Factory Rent Account 

(For transferring the above aocounts to Trading Aooount.) 


Sales Aooount 
Returns Outwards Account 
To Trading Aooount 

(For transferring Sales and Returns Outwards to Trading 
Account.) 


Stook Aooount 

To Trading Aooount 

(For bringing the Closing Stook into account.) 


Dr. 


Dr. ! 


i 

I 


12,50,000 


i 


98,000 

80,000 

2,000 

2.500 
3,000 

60,000 

4.500 


2,10,000 

2,200 


2,12,200 


1,03,000 


1,03,000 


THE POINTS TO BE NOTED ARE 


(1) The Debit Balance ofan'account can only be transferred to the 
Debit of another account., 

(2) The Credit Balance of an account can only be transferred to 
the Credit of another account. 


(3) While transferring the balance of one account to another, the 
account with a debit balance must be credited, and the one with a 
credit balance must ^be debited so as to close the accounts thus 
transferred. 


cireitts 


The debit balance of Returns Inwards Account is shown on the 
t side of the Trading Account as a deduction from Sales, and the 
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credit balance of Returns Outwards-Account is shown on the debit aide 
of the Trading Account as a deduction from Purchases, for reasons 
already explained. 


SUMMARY 

1. Trading Account is prepared at the end of each financial period 
with a view to ascertain Gross Profit, i.e., profit on the buying and 
selling of goods. 

2. In a trading concern, the debit side of the Trading Account will 
show stock at commencement, purchases during the period less returns, 
and direct charges on purchases. 

3. In case of a manufacturing concern, all other expenses of 

manufacture, such as manufacturing wages, coal, fuel and power con¬ 
sumed, factory rent, etc., are added to the debit side of the Trading 
Account. • 

4. On the credit side are shown Sales less Returns, and Stock at 
the close of the trading period. 

5. The balance of Trading Account represents Gross Profit and is 
transferred to Profit and Loss Account. 

6. * UassM Stock should always be valued at Cost Price or Market 
Price whf6BfeVer is lower. 

7. The' great importance of proper valuation of Closing Stock lies 
in the fact that this item directly affects the gross profit. 


QUESTIONS ON CHAPTER X 


1. Describe the two main divisions of Profit and Loss Account. 

2. Explain the terms Gross Profit and Net Profit. 

3. How would you deal with Purchases and Sales Returns in a 
Trading Account ? 

4. What items would you include on the debit side of a manufac¬ 
turer’s Trading Account ? 

5. Why should Closing Stock be valued at cost price or market 
price, whichever is lower ? 

6. Discuss the advantages secured by the preparation of a Trading 
Account 



EXERCISE 1 


\JPfck out items from the following figures? and construct a Trading Account 
(only) • 


1941 

Jan. 1 Stock 
June 30 Purchases 


W 
n 
n 
a « 


» 

n 

n 



„ Wages (Productive) .. * 

,, Sales .. .. 

„ Freight on goods bought 
„ Marine Insurance on purchases 
„ Duty on goods imported 
„ Salaries to clerks .. « 

n Wages to Office and Shop Assistants 
„ Rent of Office and Shop 
„ Sundry Expenses 
„ Stock 

„ Motive Power 
„ Office Lighting and Heating 
„ Carriage Inwards 


* 


Rs. 

.. 850 

.. 3,100 

.. 2,000 
.. 10,000 
850 

/ .. 100 ‘ 

370 

1,285 «* 
125 

.. 2,125 ^ 

90. 

.. 2,650 

40 

..v 15 

.. 75- 


n 
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EXERCISE 2 

Write up Trading Account (only) from the following particulars:— 

1941 

July J Stock 

Dec. 31 Raw Materials purchased 
„ „ Carriage on same 

„ „ Discounts received 

„ „ Sales 

„ „ Wages (Manufacturing) 

„ „ Salaries 

n „ Rent and Rates 

„ „ Sundry Expenses 

„ „ Fire Insurance of Office 

„ H Stock •• •• •• •* • 

„ „ Wages (Unproductive) .. . 

EXERCISE 3 

Prepare Trading Account (only) from the following figures:— 

1941 ' Rs. a. p. 


Jan. 1 Stock at date 



1,546 14 1 

Dec. 31 Cash and Credit Purchases 



2,689 13 4 

„ „ Cash and Credit Sales 



4,945 9 4 

„ „ Stock at date 



1,613 13 7 

„ „ Trade expenses 



513 4 8 

„ „ Postage and Telegrams 



87 6 0 

„ „ Commission (received) 



244 6 8 

„ „ Discount (allowed) 



113 5 6 

„ „ Rent paid 



L250 0 0 

„ „ Returns Inwards 



140 6 9 

„ „ Returns Outwards 



126 8 0 

„ „ Carriage Outwards 



216 7 0 


Rs. 

5,400 

43,200 

4,000 

420 

73,000 

14,400 

1,720 

1,050 

390 

150 

6,700 

475 



CHAPTER XI 


THE PROFIT AND LOSS ACCOUNT 


After the preparation of the Trading Account and the ascertainment 
of the Gross Profit, the next step is to prepare the Profit and Loss 
Account. The function of the Profit and Loss Account is to show to the 
trader the net profit or loss resulting from his transactions during a 
certain period. 

HOW TO PREPARE A PROFIT AND LOSS ACCOUNT 

The Profit and Loss Account is credited with the amount of the 
Gross Profit as shown by the Trading Account. It is also credited with 
other items of gain, such as rents received, interest earned, discount 
earned, etc. It is then debited with all the expenses incidental to the 
carrying cm of the business, buch as office rent, salaries, trade expenses, 
printing, advertising, etc. and any other item of expense as has not been 
charged to th^ Trading Account. 

If the credit total of this Account is heavier, the result represents 
?iet profit to the extent of tHe difference, and, if the debit side is heavier, 
it means net loss, -v 

TRANSFER OF NET PROFIT OR LOSS 

The Profit and Loss Account is closed by transfer of the resultant 
net profit or loss to the Capital Account'd! the trader. If the result 
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shows net profit, then the entry would he to debit the Profit and Loss 
Account and credit the proprietor’s Capital .Account If there is net 
loss, the entry would be to debit the Capital Account and credit the 
Profit and Loss Account. The result of such an entry would be to close 
the Profit and Loss Account on the one hand, and to indicate the fact 
of the proprietor’s capital having increased as a result of profit, or 
having diminished as a result of loss. 

ADJUSTMENT OF NOMINAL ACCOUNTS v 

It must be noted that the balances standing on Nominal Accounts 
as appearing in the Trial Balance are not transferred to the Profit and 
Loss Account without due scrutiny to ascertain that they all properly 
relate to the period of trading. 

It frequently happens that certain expenses relating to a trading 
period do not appear in the books of that period, simply because they 
have not been paid or the demand notes in respect of them have not 
been received. On the other hand, it happens that expenses under certain 
heads, such as Fire Insurance Premium, Telephone Subscription, etc., 
are paid for a year in advance, and it may be that the period for which 
services are to be received in return for these payments extends far 
beyond the close of the financial period. It will be necessary, therefore, 
to carefully examine all items of expenditure to ascertain that all 
expenses paid or unpaid but relating to the period of trading are 
brought into account. Further, if any item of expenditure is paid for 
in advance, the same must be properly apportioned between the period 
that has already expired and the period that has yet to expire, so that 
proper adjustment may be made in this behalf. All items of gains will 
also have to be similarly scrutinised to see that all gains relating to the 
period whether received or not are brought into account. 

The following adjustments are thus usually made on Nominal 
Account balances before they are transferred to Profit and Loss Account. 
These adjustments are important in view of the fact that in order to 
arrive at an accurate figure of the actual net profit made or net loss 
sustained, during any particular period, it is necessary to see that only 
items of expenses or gains relating to that same period are brought into 
the Profit and Loss Account. 


OUTSTANDING EXPENSES 

In most businesses, it is usual to pay items of expenses such as 
rent, salaries, wages, etc., of each month in the subsequent month. If 
then the trading period of such a business ends* on the 31st December, 
it would follow that the office rent, staff salaries and wages, etc., for 
the month of December, nBt Having been paid in that montfi, will not 
appear in the books for the period ended 31st December; and yet, as 
expenses under these h&ads have been incurred and as they belong to 
the trading period ending with 31st December, /it i s necessary that they 
he charged to the Profit and.. Loss Account otthe perio£._j Hence the 
importance of bringing all such outstanding liabilities far expenses into 
account. . • 


Such an adjustment is made by means of a Journal entry debiting 
the various nominal accounts concerned with the amounts due and 
crediting an account called “ fbrtafamdfag T for Expens es.” t The 

latter account will appear as a Ut ility in the Balance Sheet as 
m the next Chancer: ' ' 5 " 


3 
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Example 37 

P. Cursetji & Co., on balancing their books on 31ist December 1941 found that 
the following expenses incurred during the trading period had not been brought 
into account. 

Rent for November and December Rs. 100 per month; a bill for Legal Chargee 
incurred in October Rs. 450; salaries to staff for December Rs. 600 and Bill for 
Electric Lighting Rs. 50. Pass the necessary Journal entry to bring these items 
into account. 


JOURNAL ENTRY 


1941 

Dec. 31 Rent Account 
Legal Charges 
Electric Ligating 
Salaries 


• • 

• * 

• • 


Rs. 
Dr. 200 
450 
„ 50 

„ 600 


To Outstanding Liabilities for Expenses. 

(Being the Outstanding Expenses for the period brought 
into account.) 


Rs. 


1,300 


The effect of the above Journal entry is to bring the Expenses 
Accounts concerned to their proper level representing the total 
expenditure under each head for the trading period under review, and 
at the same time to disclose the fact that on the dose of the financial 
period there was a liability for Expenses incurred and unpaid amount¬ 
ing to Rs. 1,300. 


PREPAID EXPENSES 

Where expenses have been paid in advance, the nominal accounts 
concerned should be adjusted, so that the proportionate amount appli¬ 
cable to the period of trading only may be charged off to the Profit and 
Loss Account as expenses for the period, and the amount paid in advance 
may be carried forward to the next period by being shown in the 
Balance Sheet as an asset under the heading “Expenses Prepaid” or 
“ Expenses Paid in Advance.” This is done by means of a Journal entry 
debiting Expenses Prepaid Account and crediting the nominal accounts 
concerned with the amount to be carried forward. 

Example 38 

The books of a business were closed on 30th June 1941. 

(a) On 1st March 1941, a sum of Rs. 120 had been paid as annual premium on 
a fire insurance policy, expiring on 28th February 1942. 

(b) On 1st October 1940, a telephone was installed and the annual subscription 
of Rs. 300 was paid on that date. 

Show what adjustments would be necessary on 30th June 1941, and how the 
Ledger Accounts would appear after the adjustments. 

(a) In the first case, eight months’ Insurance Premium amounting to Rs. 80 
has been paid in advance, *and consequently this amount will have to be treated 
as payment in advance. This adjustment would be made by debiting Insurance 
Prepaid Account, and crediting Insurance Account with Rs. 80. The credit of Rs. 80 
will serve to reduce the debit balance of Insurance Account to Rs. 40, Le. the 
amount applicable to the period ending with 30th June 1941. This amount will be 
transferred to Profit and Loss Account. The debit of Insurance Prepaid Account 
is an Asset inasmuch as*-'t represents a prepayment in respect of which some benefit 
has yet to be received, and will, therefore, be shown as an Asset in the Balance 
Sheet under the heading of Expenses Prepaid. 

The Insurance Account, after this adjusting entry has been made, will show 
as follows: — . - ■ 
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1941 
Mar. 1 

I 

* 

To Bank 

1 

Rs. 

120 

1941 
Juno 30 

By Insurance Pre¬ 
paid Account ... 
„ Profit and Loss 
Aooount Transfer 


Rs. 

00 

40 



Rs. 

120 



Rs. 

120 


INSURANCE PREPAID ACCOUNT 


1941 
June30 

To Insurance 
Account 


Rs. 

80 

1941 
June 30 

By Balanoe carried 
forward 


Re. 

80 

July 1 

To Balance brought 
forward 

Rs. 

80 






(b) In this case, as the hooks are closed on the 30th tune 1941, nine months 
have elapSed since the installation of the telephone on 1st October 1940. As, how¬ 
ever, Rs. 300 represent one year's subscription paid, it follows that three months' 
telephone charges have been paid in advance. This pre-payment will, therefore, 
have to be adjusted by a Journal entry debiting Telephone Prepaid Account with 
Rs. 75 and crediting Telephone Charges Account. The Telephone Charges Account 
will then be closed by transfer to Profit and Loss Account, and the Telephone 
Prepaid Account will be closed by balance and shown as an Asset in the Balance 
Sheet. * 

The Ledger Accounts will appear thus:— 

TELEPHONE CHARGES ACCOUNT 


1940 
Oot. 1 

i 

1 

To Bank 

Rs. 

Rs. 

300 

1941 
June 30 

»# »> 

SPAID / 

By Telephone Pre¬ 
paid Aooount ... 
„ Profit and Lose 
Account Transfer 

■ 

Rs. 

•Rs. 

75 

225 

300 

300 


tele 

PHONE PRI 

ACCOUNT 



1941 

i 


Rs. 

19^1 


; 

Rs. 

June 30 ! 

i To Telephone Char- 



June 30 

By Balance carried 



i 

gee Aooount ... 


75 


forward 


75 

July 1 

„ Balance brought 



• 





forward 

Rs. 

75 




1 


soi^e 


A A D DEBTS 

It is the common experience of every dealer that soafie of the debtors 
fail to pay their debts in full. The debts*which are thus found to be 
irrecoverable are called Bad Debts, and will have to be written off as 
such The Journal entry necessary to write off Bad Debts would be 


to debit Bad Debts Account and credit the Personal Accounts of the 
customers who have foiled to pay. The Debit Balance of Bad Debts 
Account represents'a loss and will be transferred to Profit and Loss 


• y\ 
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Account by means of a Journal entry debiting Profit and Loss Account 
and crediting Bad Debts Account Hie Bad Debts Account would 
appear in the Ledger as under:— 

BAD DEBTS ACCOUNT 



After all known Bad Debts have been written off to Profit and 
Loss Account, it is usual to find that there are still accounts of several 
customers as to the' ultimate recovery of which the dealer begins to 
feel doubtful. Such Debts are called Doubtful Debts, and in order to 
arrive at an accurate figure of the net profit made in any particular 
trading period, it is necessary to provide for Doubtful Debts. This is 
done by estimating the further loss likely to be sustained on recovery 
of Book Debts and passing a Journal entry with the amount debiting 
Profit and Loss Account and crediting Reserve for Doubtful Debts 
Account. .The Reserve for Doubtful Debts Account Credit Balance is 
shown in the Balance Sheet as a deduction from the Asset ‘ Sundry 
Debtors ’ so that the net estimated realisable amount of Sundry Debtors 
may be shown in the outer column. 


It should be clearly understood that the Personal Account of a 
customer is never written off as a Bad Debt until the amount is found 
to be absolutely irrecoverable. In case, therefore, where a debt is 
doubtful of recovery, the Personal Account of the customer concerned 
would be left untouched, and whereas Profit and Loss Account would 
be debited with such a likely loss, the corresponding credit would be 
given to a separate Account styled Reserve for Doubtful Debts Account. 


RESERVE FOR DISCOUNTS 

The usual experience of a trader is that a large number of custo¬ 
mers is always anxious to take the benefit of the cash discount allowed 
in return for payment within the stipulated time limit. This being the 
case, it follows that this loss on recovery of debts arising by way of cash 
discount to be allowed to those customers who settle their accounts 
within the'prescribed time will have to be‘estimated and brought into 
account. The whole underlying object in so doing is to see that the 
item of Sundry Debtors is not shown in the Balance Sheet at anything 
beyond its likely realisable amount. That is why all bad debts have 
to be written off from the sundry debtors, a reasonable provision has 
to be made in respect of douotful debts, and a fair estimate has also to 
be made in respect oF\he loss likely to be suffered by way of discount 
to be allowed to the customers. 

* At th$ end of each financial period, therefore, it becomes necessary 
to estimate this loss of discount that will have-fobe allowed to customers, 

- \ 


4 
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and make a provision in this respect. This provision is made by 
way of a certain percentage being calculated on the total amount of 
Sundry Debtors at die dose of the financial period, and by debiting 
the Discount Account and crediting Reserve for Discount Account with 
the amount thus arrived at The credit balance on the Reserve fear 
Discount Account will then have to be shown by way of deduction 
from the item 'Sundry Debtors’ on the assets side of the Balance 
Sheet 

Similarly, if a trader constantly receives the benefit of the discount 
by making payments to his suppliers within the prescribed time limit 
be would be equally justified in bringing into account the discount that 
he stands to earn this way. This credit for discount is also estimated 
by way of a certain percentage calculated on the total amount of Sundry 
Creditors as at the close of the financial period, and then passing 
a Journal entry debiting Reserve for Discount Account and crediting 
Discount Account with the amount ascertained. The debit balance 
on Reserve for Discount Account will be shown by way of deduction 
from the item of Sundry Creditors on the liabilities side of the Balance 
Sheet. 

INCOME RECEIVED IN ADVANCE 

If a trader finds at the end of the financial period that he has 
received money on some account in respect of which the full service 
has not been rendered by him, it becomes necessary for him to treat 
as income only such portion thereof in respect of which the service has 
been rendered, and to treat the balance as a liability. This is brought 
about by ascertaining the proportion of the amount received in respect 
of which the service still remains to be rendered and passing a Journal 
entry therewith debiting the Nominal Account concerned and crediting 
an account styled “ Income Received in Advance.” This credit balance 
on the latter account will be shown as a liability on the Balance Sheet. 
At the commencement of the succeeding period, the above entry would 
be reversed. 

Vi^COME EARNED AND NOT RECEIVED 

If there is any item of income such as rent receivable, interest on 
securities, interest on loans granted, or commission, etc., earned and 
belonging to the period but not received, it is right and permissible that 
such credits be brought in, in order that the whole of the income attri¬ 
butable to the period may be shown in the accounts. 

The necessary adjustment for the purpose of bringing such accrued 
income into account should, therefore, be made by means of a Journal 
entry debiting Outstanding Income Account and crediting the source 
of income. The debit to Outstanding Income Account will appear as 
an asset in the Balance Sheet. 

DEPRECIATION / * 

The term Depreciation as applied to the tassels of a ^business means 
permanent decline in'value of the Assets due to wear and tear or from 
any other cause. 

It is a matter of common knowledge that all Assets have either a 
definite or an estimated period of utility to the business in which they 
are employed and as the years roll by, theirs sphere of usefulness 
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diminishes with the result that they have to be discarded when even- 
tuaUy the proprietors find them useless. Ibis diminution in value oi 
the Assets, however, takes place from year to year, and inasmuch a. 
it results from the use of these assets for the purpose of earning income, 
it is but fair that such loss be estimated from year to year and brought 
into the accounts of each year. This loss is known as Depreciation. 

If the loss sustained by way of depreciation in the value of the 
assets is not charged off to Profit and Loss Account each year, the annual 
final accounts will fail to show the true facts. The depreciation arising 
from the use of the assets is properly chargeable in the period to 
which it relates, irrespective of whether a profit or loss has been 
made. 

The method of providing for depreciation is to estimate how long 
the assets in question will be of use to the business, and then to cha 
off a proportionate amount to the Profit and Loss Account each yt . 
so that while the assets become useless, their book value may also 
brought down to their residual or scrap value. 

The Journal entry to write off depreciation on any asset is to de“ 
Depreciation Account and credit that Asset Account with the axnotn.- 
of each year’s depreciation. The effect of such an entry would be to 
reduce the book value of the asset from year to year and also to enable 
such a loss to be charged to Profit and Loss Account of each year. 

Example 39 

K. Kalianji acquired Plant and Machinery worth Rs. 65,0001- on 1st Janu 
1941. On 31st December of the same year, the effective life of this asset is estinu. 
at 10 years, after which it will probably realise about Rs. 5,0001- as break-up va’ 
Show how you would arrive at the amount of depreciation to be written off at 
end of the first year. Show also the Ledger Accounts concerned. 

As Rs. 65,0001- is the original cost, and as the fceak-up value at the end of 
ten years is estimated at Rs. 5,0001-, it follows that the business will lose Rs. 60,0001- 
in course of the 10 years as a result of the use of this asset. One-tenth of this loss 
should, therefore, be charged to the Profit and Loss Account of each of the ten 
years. 

At the end of the first year the Ledger Accounts will appeal thus: — 

DEPRECIATION ACCOUNT 


1941 



Rs. 

1941 


Rs. 

Deo. 31 

To Plant and 



Deo. 31 

By Profit and Loss 



Machinery 


* 





Aooount i<.. 


6,000 


Account 

6,000 


PLANT AND MACHINERY ACCOUNT 

‘ 


j. 1941 

•a 


Rs. 

1941 



Rs. 

Jan. 1 

To Ba*& ... 

s 

i 

r 

« 

65,000 

Deo. 31 

By Depreciation j 
Aooount 

„ Balanoe c/fd. ... 


6,000 

59,000 

| 



65,000 




35,000 

1942 

V 







Jan. 1 j 

To Balance b/fd. 


59,000 






V-' 
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INTEREST ON CAPITAL 

A businessman naturally <*pects his business to yield amuch better 
return,on the capital employed than would be earned if that 8&at* 
amount were invested in gilt-edged securities. This is because of the 
extra risks and efforts involved in carrying on the business for 
the purpose of earning profits. In order to find out, therefore, whether 
his business has really yielded any profit in excess of the current rata 
of interest, he charges that interest to his Profit and Loss Account and 
credits the same to his Capital Account. In other words, the Capital 
brought in by him is looked upon as if it were a loan granted to the 
business. The Interest on Capital paid by the business to the pro¬ 
prietor is thus a loss or an expense to the business and a gain to the 
owner. 

['^S any such Interest on Capital is to be adjusted at the end of the 
•** f ng period, a Journal entry has to he passed debiting Interest 
unt and crediting the Capital Account witn the amount of interest 
-geable to the business. 

t.* r 

JlCl • 

MEREST ON DRAWINGS 

" A trader generally draws out of his business certain sums of money 
at his convenience in order to pay expenses not connected with the 
<rlness. Such withdrawals naturally reduce the Capital he has 
-ted in the business, and are, therefore, debited to his Capital 
.,unt. In some cases, such “drawings” are debited te a separate 
J; 4 nt called “ Drawings Account ” and this account is then closed by 
..deafer to the Capital Account at the end of each trading period; 

srtj 

Where a business is charged interest on the capital employed 
therein, it is but fair it should also be credited with interest on the 
money withdrawn by the owner for his personal use. * 

Interest on all such amounts drawn by the proprietor is, therefore, 
calculated from the date of withdrawal to the date of the close of the 
financial period, and the amount thus ascertained is debited to the 
Capital Account and credited to Interest Account through Journal. 

The owner is thus charged with interest on the sums drawn by him 
and the business gets credit for the same. 

IMPORTANT POINTS ON CONSTRUCTION OF TRADING AND 
PROFIT AND LOSS ACCOUNT , 

The following points need to be most carefully noted for the 
construction of an accurate Trading and Profit and Loss Account: — 

PURCHASES:—This item should include cash as also credit 
purchases of all goods bought for re-sale during the trading period. 

The gross purchases will appear in the inner column, and the net amount 
fter deduction of Returns Outwards in the outer column of thqfa 
trading Account / *'► 

It should be seen that all goods entered ixf file Purchases Book and 
remaining unsold are included in the Closing Stock, 

jSchetimes, Invoices are received in advance of goods, and if the 
rrc-s t - jnding goods have not arrived before the close of the trading 
‘■ nod, neither should such Invoices be entered in the Purchased Book 
or should the goods be taken in Closing Stock. * 

' »*—30 ' ' 

f Aft 
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A point of equal importance is to see that aQ goods received and 
included in the stock are duly entered up in the Purchases Book. 

PACKING MATERIALS:—Where the articles dealt in call for 
special packing of a costly nature, such packing charges would naturally 
be included in the sale price of goods, and die cost of packing must, 
therefore, be treated as a charge to the Trading Account. Packing 
charges incurred in the ordinary way may be treated just like any ether 
business expense and charged to the Profit and Loss Account. 

FREIGHT. CARRIAGE AND CARTA GE: —Freight. Carriage and 
Cartage inwards on purchases* c3 goods for re-sale are always looked 
upon as forming additional cost of such goods and are, therefore, shown 

On the other hand, Freight, Carriage or Cartage outwards, if 
incurred in despatching the goods to the customers, will have to be 
treated as a selling expense and will be charged to the Profit and Loss 
Account . 

CUSTOMS AND EXCISE DUTIESCustoms Duty is levied 
either on goods imported or exported. Excise Duty is one levied on 
indigenous products used for local consumption. If such duties are paid 
on purchases, they should appear in the Trading Account, whereas if 
they are paid on sales, they should be charged to the Profit and Loss 
Account and treated as a selling expense. 

DOCKS‘DUES AND CLEARING CHARGES : —-Those incurred 
on Purchases would be shown in the Trading Account, and those on 
Sales in the Profit and Loss Account. 

SALES : —This item should include all cash and credit sales of 
goods effected during the period. The gross sales should appear in the 
inner column, and the net figure after deduction of Returns Inwards in 
the outer column on the credit side of the Trading Account. 

In regard to the entries in the Sales Book a few days before the 
close of the financial period, it should be seen that the corresponding 
goods have been taken out of the bulk and delivered. In any case, goods 
entered as sold should not be treated as forming part of the Closing 
Stock. 

SALARIES:—Under this item would be included salaries of the 
clerical staff and of travellers and managers. The whole of the salaries 
for the period under review must be brought in, and for this purpose, 
salaries, if any, due and not paid must be duly provided for. 

Salaries drawn by the Partners or the Proprietor of the business 
must be separately shown. 

RENT AND TAXES :—This item would include Office and Ware¬ 
house Rent and Municipal and other Taxes. It must be seen that Rent 
° lor the full trading period is brought into account, ami if there is any 
outstanding, tXje same should be duly provided for. 

If the amoikt^gaid for Rent, or Municipal and other Taxes extends 
oyer a period beyond the date of the financial close, only the amount 
of tax relating to the period covered hy die accounts need be charged 
to Profit and Loss Account, and the balance representing a pre-payment 
should be treated as a temporary asset in tfce Balance Sheet and carried 
forward to next year's bocks. 
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Income-tax, If any, paid should be treated as a Personal Expense 
and charged to the Drawings Account of the proprietor and not to Profit 
and Loss Account. 

If any rent is received on sub-letting of office premises, it la desir¬ 
able that the gross rent paid be shown on the debit side of the Profit 
and Loss Account and the amount realised from the sub-tenant be shown 
on the credit. 

PRINTING AND STATIONERY:—Ordinarily, small amounts 
expended under this head for office stationery and printing are treated 
as business expenses and written off to Profit and Loss Account each 
year. 

There are businesses, however, which have always a large stock of 
valuable catalogues and other printing matter and stationery unused at 
the end of each financial year. Such stock mqy be valued on most 
conservative basis and be brought into account as an asset in the Balance 
Sheet. 

ADVERTISING:—All amounts expended under this head and 
relating to the period under review must be written off to the Profit and 
Loss Account. 

If there be any advertising bills received and not paid, the same 
must be entered in the books so that the outstanding liability on this 
account may be brought into record. 

If a payment in lump sum is made on account of an .advertisement 
under a contract covering two or three years, the amount attributable 
to each year should be charged off to its relative Profit and Loss Account 
as an expense, and the balance representing a pre-payment must he 
carried forward as a temporary asset. 

If an abnormally heavy amount is expended in any one year jvith 
a view to advertise a product on a large scale, the same may be distri¬ 
buted over a number of years which it is expected would reap the benefit 
of the amount so expended. This point is further explained under the 
heading of " Deferred Revenue Expenditure.” 

INSURANCE: —This item would include Premia paid against Fire 
and Marine Risks arising in or attendant on business. Such payments 
usually cover one year’s risk from the date of payment, and if any such 
payment extends beyond the financial year, the necessary adjustment 
in regard to the pre-payment must be made, the amount attributable 
to the succeeding period being shown as an asset in the Balance Sheet. 

Premium paid in respect of a Life Policy Vf the proprietor must 
be treated as a personal expense and charged to the Drawings Account. 

DISCOUNTS:—The item of Discount; as is generally found in 
books of account relates to Cash Discount, /tad not Trade Discount. As 
has already been explained. Trade Discount is always shown by way of 
deduction from the Purchase or Sale Invoice, and the original entry'to 
the Purchases or Sales Book is of the net amount only ajRer deduction* 
of Trade Discount. Evidently, therefore, Trade Discounted!! not appear 
in book%,o£ account. 

While showing the item of Cash Discount, it is always desirable , to 
show Discounts ‘Receivable on the credit side of the Profit and Loss 
Account as a gain, and Discounts Payable on the debit side ap a loss, 
rather than strike a balance and show it on one side of the Profit and 
Loss Account 1 \ 
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INTEREST:—Interest Receivable and Interest Payable must be 
shown as separate items, the former on the credit side, and the latter 
on the debit side of the Profit and Loss Account. 

All interest either receivable or payable should be calculated to 
the date of the financial close and brought into account. If any gilt* 
edged securities are held by the business or if any loans are granted, 
interest accrued thereon to the date of the accounts must be taken credit 
for. Similarly, interest due on loans borrowed should be calculated 
to the date of the financial close, and the outstanding liability on this 
account, if any, should be brought in. 

Interest on Proprietor’s or Partner’s Capital, if any calculated, must 
be shown separately from other Trade Interest. 

COMMISSION: —Commission earned and Commission paid must 
be shown separately qn the credit and debit sides of the Profit and Loss 
Account. 

The outstanding liability in respect of commission due and payable 
by the business to the date of accounts must be duly adjusted. Simi¬ 
larly, commission earned to date of accounts and not received must be 
brought in as an accrued income. 

TRAVELLING EXPENSES :—All amounts necessarily expended 
under this head on account of the business must be written off to Profit 
and Loss Account. Where Travellers are employed, their last bills in 
respect of Travelling Expenses incurred up to the close of the financial 
period must be obtained and brought into record, even if unpaid. 

LEGAL CHARGES:—If any legal expenses are incurred in con¬ 
nection with the business during any trading period, the same must be 
ascertained and charged to Profit and Loss Account, as expenses. 

REPAIRS :—All amounts expended in shape of repairs to existing 
assets such as Fixtures, Plant, Machinery, Tools, etc. should be treated 
as expenses and written off to Profit and Loss Account. Extensive 
repairs of a non-recurring nature may be dealt with as explained under 
the heading of “ Deferred Revenue Expenditure.” 

TRAD E EXPENSES OR OFFICE EXPOSES ^ Generally, no 
distincttbh'TjTa rawn Between these two termsT arid Iney cover all the 
small and sundry expenses incurred in course of the business. If there 
appear in the same problem two separate items, one under the heading 
of “Trading Expenses” or “Trade Expenses” and the other “Office 
Expenses,” the student may safely assume that the former relates to 
the Trading Account and the latter to the Profit and Loss Account. 

USUAL ADJUSTING ENTRIES 

The usual Journal Entires necessary to adjust the Nominal Accounts 
at the end of each financial j^eriod are as under £— 

, L To provide for outstanding liabilities for expenses:— 
y r DeSit each Nominal Account concerned, and credit Outstand¬ 

ing Creditors’ Account. 

2. To adjtht. expense! paid in advance:— . 

Debit Iropaid Expenses Account, ahd credit the Nominal 
Account in respect of which the pre-payment is made. 

3. To adjust income earned and not received :— 

Debit Outstanding Income Account, and credit the Nominal 
/ Account Representing such m6ome. 



4. To adjust Income received in advance 

Debit the Nominal Account ol the income ce v«tested and 
credit ** Income received In Advance Account,* 

5. To write off Bad Debts 

Debit Bad Debts Account and credit the Personal Accounts 
ol the debtors concerned. 

6. To provide for estimated loss in respect of Doubtful Debts 

Debit Profit and Loss Account, and credit Reserve for Doubt¬ 
ful Debts Account. 

7. To provide for Discounts allowable to Debtors:— 

Debit Discount Account and credit Reserve for Discounts 
* on Debtors’ Account 

8. To provide Discounts receivable from Creditors:— 

Debit. Reserve for Discounts on Creditors’ Account, and 
credit Discount Account. 

8. To provide for Depreciation of permanent Assets :— 

Debit Depreciation Account, and credit the account of the 
Asset to be depreciated. 

10. To adjust Interest on Proprietor's Capital:— 

Debit Interest Account, and credit the Proprietor's Capital 
Account. • 

11. To adjust Interest on Proprietor’s Drawings:— 

Debit the Proprietor’s Capital Account, and credit Interest 
Account 

12. For bringing the Closing Stock into account:— 

Stock Account Dr. 

To Trading Account 

(This stock will appear as an Asset in the Balance Sheet) 


PROFIT AND LOSS ACCOUNT 


Having made all necessary adjustments in respect of the outstand¬ 
ing liabilities for expenses, expenses prepaid, as also for bad and doubt¬ 
ful debts, depreciation and interest on capital as above explained, we 
can now compile a Profit and Loss Account. 

The steps to be taken in this connection would be as under:— 


(1) To transfer the Gross Profit as shown by the Trading Account 
to the credit of the Profit and Loss Account t 

(2) To transfer all debit balances ofrthe Nominal Accounts from 

the Trial Balance (after adjustments) to/he debit side of the Profit and 
Loss Account; y i . 

(3) To transfer all credit ^dances of the NominaliAccounts fretiLI 

the Trial Balance (alter adjustments) to tbe credit of the Profit and' 
Loss Account; and, x 

(4) To close the Profit and Loss Account by transferring the Net 
Profit or NeHuoss to the Capital Account of the proprietor. 

The Profit and Loss Account will then appe|r as fallows 


\ 



m 
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To Salaries 
„ Rent and Tana 
- Insuranoe 

Printing and Stationery 
Repairs and Ranewala 
Discounts allowed 
Travelling Expenses 
Postage and Telegrams 
Sundry Expenses 
Met Profit transferred 
, Capital Account 

iiyi * •' ■ -> 


FROJTT AMD LOSS ACCOUNT 
for fbe year ended 31st December IStt 
Rs. 


» 

*» 

i* 

n 

» 

n 

ft 


to 


■jv 


.,<■> v 


»> * *» v.tv F x ■ 

CLOSING ENTRIES 


RS. 


By Gross Profit brought from 
Trading Account .. 

Discount received 

earned «• 


Rs. 


n 


Rs. 


The entries necessary to transfer the various Nominal Accounts 
to the Trading and Profit and Loss Account are known as Closing 
Entries. They are„so called because simultaneously with the transfer 
of these items to the Trading and Profit and Loss Account, these 
Entries serve to dose the several Accounts concerned. The following 
is a list of the usual Closing Entries. 


1. For transferring Opening Stock, Purchases, Wages, Carriage 
Inwards, etc. to Trading Account:— 

Trading Account Dr. 

To Stock Account 
„ Purchases Account 
„ Wages Account 
„ Carriage Inwards Account 

(The effect of this entry will be to dose Stock, Purchases, Wages 
and such other Accounts by transferring them to Trading 
Account.) 

2. For transferring Sales to dm Trading Account:— 

Sales Account * Dr. 

To Trading Account 

(This entry will dose the Sales Account.) 


Note .—Before passing the first two entries, the Returns Outwards 
Account may he dosed by transfer to the Purchases Account 
by means of an Entry:— 


3. 


Returns Outwards Account Dr. 

To Purchases Account 

and the Returns Inwards Account may be dosed by transfer 
to the Seles Aeeo&nt thus— 

Sales. Account ' Dr. 

To\Returns Inwards Account 

The Purdha&te and.tbe Sales Accounts may then be transferred 
tOyt^ ^kHding Account at the gross figures, and the Returns 
may se shown by way of deductions tkarsfrom. 

The entry for bringing the Closing Stock intoVecord will fol¬ 
low, bitt this will be more in' the nature of an Adjusting 
Baliy. $ . **■' 
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4 For transferring all the gxpe n ae s or Losses to l3a» Profit and 
Lms Account:— • > 

Profit and Loss Account Dr. 

Tb each of the various Nominal Accounts which r e p re sen t 
expenses or losses. 

(This entry closes aU the expenses accounts.) 

S. For transferring all lire items of Gain to the Profit and Las* 
Account:— 

Various Nominal Accounts Dr. 

(representing different sources of gain) 

To Profit card Loss Account 
(This entry closes all the remaining Nominal Accounts.) 

€. For transferring Net Gain to the Capital Account:— 

Profit and Loss Account * Dr. 

To Capital Account 

(This entry closes the Profit and Loss Account) 

7. For transferring Net Loss (if any) to the Capital A|c.:— 

Capital Account Dr. 

To Profit and Loss Account 

(This entry serves to dose the Profit and Lorn Account.) 

8. For transferring • the Proprietor’s Drawings to his Capital 
Account:— 

Capital Account * Dr. 

To Drawings Account 
(This entry closes the Drawings Account) 

The following two Examples would clearly indicate how to prepare 
a Trading and Profit and Loss Account 


Example 

Prepare Trading and Profit and Loss 
as at 31st December 1940. Pass also the 


D. Dandekar’s Capital Account 
D. Dandekar’s Drawings Account 
yl^aae of Warehouse (10 years to run 
«*«6fock, 1st January 1940 * 

Bills Receivable 
nBa les * 

TWvedi & Co., Loan Account 
uPtxrchases. v 

liters* .. y ., 

and Wages ✓. — 



Debtors 
(■Carriage In wardk v 
^Carria^s Outwards v 
vf Commission - - v* 
/■y Interest — v’ - 

<r. Stationery and Printing 
Bills Payable 

Inwards' v 



<'$82 

Cash ht Office 


Account from the following Trial Balance 
necessary Adjusting and Closing Entries. 

Rs. 


2300 
v 5,000 
25,000* 
4300 


1,40300 




4 
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2ter Be. 

(Mi at Bank .. i •• ». .. KWJJ 

Rent and Xluwy W# 


BH 9HWI 2J2J00 

Hie Stock at Slat December 1940 awe Re. 30,000; Re. 400 for Rent and Re. 000 «* 
for Salaries were outstanding. Rs. 100 were prepai d in respect of Insurance, ft* 
Lease is to be written off by 10 per cent aaaXMce Fixtures by S per oent 


TRADING AND PROFIT AND LOSS ACCOUNT 
for the year ended 31st December 1940 


To Stock—1st January 1940 

„ Purchases 
Lass Returns 


Rs. 

75,000 

ly000 


„ Carriage Inwards *■ 
n Qrota Profit canted down 


To Salaries and Wages. 

„ Rent and Taxes * 

„ Insurance 
* Carriage Outwards 
„ Trade Expenses 
„ Stationery end Printing 
„ Commission 
„ Interest 
„ Depreciation i— 

Lease 10% 

Office Fixtures 5% 

„ Net Profit transferred to 
Capital Aooount 


eee 


Rs. 


500 

Kxr 


Rs. 


Rs. 

25,000 

By Sales 

Lest Returns 

Re. 

1,40,000 

2,600 

74,000 

1,700 

66,700 

„ Stock—31st Doc. 1940 

see 

1,67,400 


Re. 

Re. 
6,6)0 
2.400 
300 
. 2,900 

600 
500 

. 1300 
. .1,800 

By Orocs Profit brought down ... 

600 



49^0° 

. 


66.700 


Rs. 


1, 67,400 
66,700 ' t 


Rs. 






30,000 


•66,700 


ADJUSTING ENTRIES 


V 


Rent Account 

Salaries Account *•• ess ••• 

To Outstanding Creditors Aooount 
(Being the outstanding liabilities brought into aooount.) 


V 


Prepaid Expense* Account 
To Insurance Account 
(Being the entry for prepaid InauranoV carried forward.) 

rrsr —— —— 1 ■ 

, ■' -jiredHtioh Acc^mt ... ... ... 

To Ijwweof WYrehouse . ~* v, v. 

Office FixtiilSs ^ 

(Being 10% DepwWion on L&m and 5% on 
Fixtures written off/r* «* 

■ ■ — i 1 1 ■ »>■ . ■■■ I ' —i" - .. . . . 

Mock AcooWt r * . ... 

To TrBfJinjlACfxnujt 

(Bat yiqgigg the Dosing Stock into aooount.) 


.. Dr, 




... Dr. 


Dr. 


L.F. 

Rs. 

BA 


400 

600 

1 

1)000 

m 


100 

100 


600 

*• 

500 

100 

\ 

, .30,000 

SQyMO 
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Tndiog Aeootsnt ... ... ... Or. 

To Stosk Amount 
„ Pa wbww Aooount 
m Returns Inwards Aooount 
„ Carriage Inward# Account 

(For transferring the above aooounts to Trading Aooount.) 

Sales Aooount ... ... ... Dr. 

Returns Outwards Account ... ... ... „ 

To Trading Aooount 

(For the transfer of Salas and Returns Outwards to Trading 
Aooount.) 

Profit and Loss Aooount ... ... ... Dr. 

To Salaries and Wages Aooount 
„ Rent and Taxes Aooount 
„ Insurance Aooount 
„ Camas# Outwards Aooount 
„ Trade Expenses Aooount 
„ Stationery and Printing Aooount 
„ Commission Account 
„ Interest Aooount 
„ Depreciation Aooount 

(Tar transferring the above items to Profit and Loss Aooount) 

Profit and Lore Aooount ... ... ... Dr. 

To Capital Aooount 

(For the transfer of Not Profit to D. Dandekar’s Capital 
Aooount) 


11,04,3*11 


1,40,000 

1,000 


17,200 


asu m 

1,700 


1,41,000 


49,500 


49,500 


Example 

Prepare Trading and Profit and Loss Account from the following figures 


TRIAL BALANCE, 30th June 1941 


C. Patel’s Capital Aooount 
C. Patel’s Drawings Account 
^Purchases 

Investments in Government Sector 
Interest on above 
?tifages 

Sundry Debtors 
Legal Expenses*#'' 

Gash in hand .. 

Cash at Bank .. 

Freehold Properly 
Machinery and Plant •* 

Bills Payable 

Bills Receivable .. 

Salaries v. 

Office Expenses ^ .. 

Discount Aceount ** .. ^ 

'Sales .. .. 

-Stock on 1st July 1940 
Bent (Office) -- — - - 

Bad Debts / 

Insurance y./ 

*<*as and Wa 
-Freight and Carriage 
Loom Tools 


e e 

V 


X-. 


Rs. . Rs. 

2404100 

13,000 

80,000 

20,000 

ym 

34,000 

70000**. 

4.000 

1400 

11000 

60,000 

140,000 

6400 . 

7000 

13J00 


..y 240,000 

^rtsooo 

T: 2400 

"s— ImK 


• a 
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Wages Aooount *•» •<» Dr. 

Salaries Aooount ft* M» Ml H 

Office Rent Aoooant ... ... ... ... „ 

To Oatitaxling Creditors Aoooant 
(Being the outstanding liabilities brought into aooount.) 


Prepaid Expense* Aoooant «*• Dr. 

To Insuraaos Aoooant 

(Being the amount prepaid for Xhenmnoe carried forward.) 


Depreciation Aoooant ... ... ... ... Dr. 

To Freehold Property 
„ Plant and Maohinery 
„ Offiw Furniture 
„ Patent Bights 

„ Loose Tools • 

(Being 2% Depreciation on Freehold Property, 10% on 
Plant and Machinery, 5% on Offloe Furniture, 20% 
on Patent Rights and 25% on Loose Toole written off.) 


Bed Debts Account 
To Sundry Debtors 
(Being the Bad Debts written off.) 


... Dr. 


Profit and Loss Aoooant ... ... ... ... Dr. 

To Reserve for Doubtful Debts Account 
(Being 5% provision for Doubtful Debts on Sundry 
Debtors.) 


8tock Account 

To Trading Account 

(For bringing the Closing Stock into account.) 


... Dr. 


CLOSING ENTRIES 


L.F. 

Rs. 

2*400 

000 

400 


450 


15,775 


300 


3300 


• 


50,000 






Trading Account 
To Stock Aoooant 
„ Purchases Account 
„ Returns Inwards Account 
„ Freight and Carriage Account 
„ Gas and Fuel Account 
„ Factory Lighting Aoooant 
„ Wages Account 

(For transferring the above items to Trading Account.) 


... 'Dr. 


L.F. Re. 

! , 1,75,800 


Sales Aoonunt... ... ... ... , 

Returns Outwards Aooount 
To Trading Account 

(For transfer of Saiee and Returns Outwards to Trading 
Account.) 

Profit and Loss Aocotmt ... ... ... 7 ... 

To Salaries Aooount * 

m Rent Aoooant 
„ Xnsuranoe Account 
„ Office Expenses Aooennt 
„ Legal Expenses Aoooant 
„ Discount Account y. 
n Bad Debts Amhw^ . 

„ Depreciation Amount 
( For transferring tw above accounts to Profit and Loss * 
Aooount.) 


... Dr. 

... • 


1,20,000 

4000 


46,725 




LrfjOOO 
\ /15,775 








CLOSING SNTRIES—{CoufaL) 
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Interest Account ... ... ... ...Dr. 

To FVoflt anil Low Aoeooot 

(Being the entry for transferring internet to Profit and - 
Low Account.) 

L.P. 

3100 

> 

Re. 

lfiOO 

Profit and Low Acoount ... ... ...Dr. 

To C. Patel’s Capital Account 

(Being the entry for tbs transfer of Net Profit to C. Patel’s 
Capital Account.) 


48,975 

t 

48375 


SUMMARY 

1. The Profit and Loss Account is opened in order to ascertain the 
Net Profit or Loss. 

2. After the Trading Account is prepared, all other balances on 
Nominal Accounts remaining in the Trial Balance are transferred to 
the Profit and Loss Account. 

3. The first item on the Profit and Loss Account is a credit by way 
of transfer of Gross Profit freon the Trading Account. 

4. All debit balances on Nominal Accounts representing Losses or 
Expenses are shown on the debit side, and all credit balances represent¬ 
ing gains are shown on the credit side. 

5. Before transferring these balances on the Profit and Loss 
Account,.all necessary adjustments in regard to Bad Debts, Reserve 
for Doubtful Debts, Depreciation, Outstanding Expenses, Prepaid 
Expenses and Interest on Capital should be made. 

6. These adjustments are made by means of Journal entries which 
are palled Adjusting Entries. 

7. The transfers of Nominal Account Balances on Profit and Loss 
Account are made through the Journal and the entries are called Closing 
Entries. 

8. Closing Entries are so called because they serve to close all 

Nominal Accounts in the Ledger. 4 

9. The Profit and Lora Account is finally dosed by transferring 
ti)e Net Profit or Loss to the Capital Account of the proprietor. 

10. The Credit Balance of Profit and Loss Account represents Net 
Profit, and as Profit adds to the Capital, it is carried to the credit of the 
Capital Account. 

11. The Debit Balance represents Net Lora, and as Loss reduces 
the Capital, the same is carried to the debit of the Capital Account. 

QUESTIONS ON CHAPTER XI 

1. Wh«fce does Gross Probyippear in the Profit and Loss Account ? 

2. Wharws the object of ^ifep&iag^a Profit and Loss Account ? 

3. How do^you close Juie Profit andvLcws Account ? 

What balances are transferred to Prolfc^mAsjLiOss Account from 
Trial Balance ? , — \ 

5. WKat do you understand by Adjusting EntriesV’ 

& Why should Outstanding Expenses* be provided for * 
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7. Discuss ths ntceMity of providing Dcrpredatkt on Assets from 

year to year. * '• 

8. Why should Prepaid Expenses be adjusted T 

9. Why should Doubtful Debts be provided for ? 

10. Define Closing Entries. 

11. Why should you credit Net Profit to the Capital Account ? 

12. Why does a trader charge his business with Interest on Capital ? 

13. Explain what you understand by Bad Debts and Doubtful 
Debts. 

14. What entry would you pass to write off Bad Debts ? 

15. Would you call the entry for bringing the Closing Stock into 
record an Adjusting Entry or a Closing Entry ? 

EXERCISE 1 


Construct a Trading and Prpfit and Loss Account from the following Trial 
Balance and Adjustments 

TRIAL BALANCE 
At at 30th June 1941 

Dr. Cr. 

£ £ 

Salaries MS 






Rates and Insurance 
Cash in hand* 
sFurchasdS* 

, Rem t received 1 
Discount 
Bills Payable* 

Sundry Debtors i 
'■Stock, 1st January 1941 
Bank Overdraft* 
Carnage Inwards 
Loan to A DonalcJ* 
Sundry Creditors 
Trade Expenses ‘ 
Returns Inwards 
Machinery* 

"Wages. 

."$ales> 

jletums Outwards 
H. Markham’s Capital * 


199 

48 

9,417 


W 




220 

920 

490 

470 

1,200 

4,500 


m 

749 

a 

14,720 

390 

5,390 


£2M1S 29,415 


Provide for (1) Wages due and not paid £68» SaldHes due and unpaid £75; 
(2) Interest on Loan to A. Donald £25 j (3) 5* per cent for discount on debtors. 
Depreciate Machinery at 7& per cent per annum and calculate Interest on Capital 
a S «« «nt p. «nm <*«* « A» 30* ™ .t 

vX EXERCISE 2 7 


7 

From the following Trial Balance and Adiafenents of Ram 
Trading and Profit and Lon Account for Sp/jrear ended 30th 




f Sundry Debtors 
./Stock. 1st October 1940 
^/Cssh in band --«■ 
v/jash at Bank / 

Plant and Mp^hinery 
Sundry Creditors 
Trade Expenses 


\% - 

*i •* 


b jrm 


iyan, prepare < 
1941:-" J 

Rs. 

1,000 
23,000 
35 ^ 

2,046 / 

9m 

MT5 

L35.000 









m 
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- JRfc * 

Rs. 

Salaries 

. . A .. 

0 0 

1525 


Carriage Outwards 

0 • » • 

0 0 

.. • .400 


Rent 

• • • • 

0 M 

900 


Bills Payable 

• * 0 • 

0 » 


,8,000 

Purchases 

• • * • 

• • 

.. 148,670 


Discounts 

• • • * 

4 • 

1500 


Business Premises 

0 0 0 0 

* * 

.. 35,000 


Capital, 1st October 1940 

0 0 0 0 

• 0 


80,000 


Rs. 2,32,650 2,32,650 


The Stock on 30th September 1941 was Rs. 12,350. Rent was unpaid to the 
extent of Rs. 75!-, and Rs. 1501- were outstanding for Trade Expenses. Rs. 4P0|- 
are to be written off as Bad Debts, out of the above debtors, and 5 per cent u to 
be provided for Doubtful Debts. 


EXERCISE 3 

i 

From the following Trial Balance of F. Moseley, prepare Trading and Profit 
and Loss Account for the year ending 28th .February 1941, after making the adjust¬ 
ments given below:— - - 

* Dr. Cr. 






£ 

8. 

d. 

£ 

8. 

d. 

Purchases 




10550 

9 

0 




• Salaries 




832 

4 

0 




-./.Stock, 1st March 1940 




2429 

5 

0 




Discount allowed 




135 

0 

0 




Cash at Bank 




159 

9 

0 




F. Moseley’s Drawings 




113 

0 

0 


* 


Sundry Debtors 




163 

0 

0 




Bad Debts 




107 

0 

0 




Leasehold Premises 




4,162 

0 

0 




Rent, Taxes, etc. 




720 

3 

0 




Rent (received) 







57 

0 

9 

Advertisement 




519 

8 

0 




Furniture.and Fittings 




400 

0 

0 




Postage and Telegrams 




157 

0 

0 




Printing and Stationery 




100 

0 

0 




F. Moseley’s Capital 







4,-000 

0 

0 

Sales 







13,611 

9 

0 

Sundry Creditors 







1457 

8 

0 

Bilks Payable 







1,043 

7 

9 

Returns Inwards 




121 

6 

0 








£19569 

4 

0 

19569 

4 

"o 


- 


Taxes were paid in advance amounting to £40; Interest at 5 per cent per 
annum was to be calculated on Capital; £13 were to be provided for Doubtful 
Debts. Depreciate Lease by £162 and Furniture at 5 per cent Stock at end 
amounted to £1,500. 


EXERCISE 4 

Hie following are final baladces as on 31st December 1941 ami you are requested 
to prepare a Trading and Proflc and Loss Account tfagrefrom, after taking the 
, following adjustments into %msid4ration:— 


Purchases v 
Manufacturing Wages 
Sales \ 

Baraji’s Capitals*. 
Btasji’s Drawing 
Stocky 1st January 1941' 

Salaried. __ " 

Rates atm ‘Taxes 




Premium on Lease (6 .years unexpired at on Jat January 1941) 
Sundry Creditors « .. .. *" 


Rs. 

16,450* 

2450- 

24500 

7500 

800 

3,000 

820 


2,400 

1554 & 
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Tiiii m ICbrtflMR 

Freehold Lmd. and Buildings 
Plant and Machinery 

Reserve for Doubtful Debts (1st January 1941) 
Sundry Debtors 
Cash at Bank 
Trade Charges 

Bad Debts »* 


8 a, 

5,000 

8£00 

4,009 

14100 

1^00 

100 


Calculate Interest on Loan for one full year at 6 per cent per annum. Depre¬ 
date Plant and Machinery at 7| per cent. Write the necessary amount off the 
Lease Account. Bates and Taxes are prepaid to the extent of Rs. 25]-, whereas 
Wages and Salaries are unpaid to the extent of Rs. 1251- end Its. 75|- respectively. 
Increase Reserve for Doubtful Debts to 5 per cent on Sundry Debtors. Stock on 
December 31st, 1941 has been valued at Rs. 3,425. Interest at 6 per cent is tq be 
calculated on Capital. 

EXERCISE 5 


Pass Journal Entries giving effect to the adjustments as required in Exercises 
1 and 2 above. 


EXERCISE 6 

Give Journal Entries relating to the adjustments to be made in Exercises 3 
and 4 above. 


CHAPTER XII 

THE BALANCE SHEET 

OBJECT OF BALANCE SHEET 

The information conveyed by the Trading and Profit and Loss- 
Account is no doubt very valuable to the owner of a business, as it 
enables him to determine the Gross and Net Profits resulting from his 
dealings during a certain period. This, however, is not the only point 
on which a business man wants to be enlightened. As his Assets and 
Liabilities change from day to day, as a result of business transactions, 
he also wants to find out what his true financial position is at the end 
of each trading period. In the first place, he would like to know 
whether the net profit as is disclosed by the Profit and Loss Account 
is correctly arrived at, for, if so, his Capital at the end of the period 
must necessarily increase by that amount. He is equally anxious to 
see for himself as to how such Capital is locked *up, i.e., what the com¬ 
ponent Assets and Liabilities are of which this Capital is made up. In 
order, therefore, to obtain this information at the end of the trading 
period, he has to set out his several Assets* and liabilities as at. that 
date in shape of a statement and this statement is called the Balance 
Sheet. 

DEFINITION OF BALANCE SHEET 

A Balance Sheet may, therefore, be definld as a gjrffement prepared 
with a view to measure the exact financial portion of a business on a 
certain fixed dat£. It is prepared from the Trial Balance, after all the 
balances on Nominal Accounts are transferred tq the Trading and Profit 
and Loss Account and the corresponding Accoimts in the Ledger are 
dosed. The balances now left in file Trial Balance and remaining open 
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ill the Ledger represent either Personal Accounts or Real Accounts. 
In other words* they represent either Assets or Liabilities existing at 
the date of the financial dose. 

All such Assets and Liabilities are set out in die Balance Sheet 
in a classified form. On the right-hand side are shown the various 
Assets or possessions of the business, and on the left-hand side, the 
various Liabilities, i.e., the amounts owing by .the business. The excess 
of Assets over liabilities then represents the then Capital of the owner. 
This figure of Capital must tally with the closing balance of the Capital 
Account in the Ledger after the net profit or loss has been transferred 
thereto. 


BALANCE SHEET INCLUDES PROFIT 

As the balance of Profit and Loss Account Is transferred to the* 
Capital Account, and as the closing balance on the Capital Account is 
shown in the Balance Sheet, it is clear that the Balance Sheet shows 
the position inclusive of the profit or loss made during the trading 
period. 

BALANCE SHEET MUST REFLECT TRUE POSITION 

It is important to note that if the Balance Sheet is to reflect the 
true financial condition of a business, it must be drawn up most care¬ 
fully. For this purpose, every Asset should be brought in at its true 
worth and every Liability properly inserted. Even the balance of Profit 
and Loss Account included therein should be correctly arrived at. It 
must be further understood that inasmuch as the figure of net profit 
or net loss as shown by the Profit and Loss Account ultimately finds 
its place in the Balance Sheet, both these Statements of Final Accounts 
are fclosely inter-dependent on each other. It follows, therefore, that 
if a ny item of e xpen se or income is omit ted o r is ov er o r under-stated, 
iFwfll not only affect the “accuracy of IHeN etProEt or Loss hut will 
equally affect the correctness of the Balance Sheet. Similarly, if any 
Asset or Liability is omitted to be shown in _ the Balance Sheet_ or is 
over or under^valuM, noT only would this affect' the correctness of the 
Balance Sheet, but it would equally falsify the net resultant Profit or 
Loss as disclosed by the Profit and Loss Account. 

VALUATION OF ASSETS 

From the above, it is clear that all assets must he properly valued 
for the purpose of being included in a Balance Sheet. 

Assets are mainly divided into two classes, viz. (1) Fixed Assets, 
and (2) Floating Assets. 

FIXED ASSETS arfe Assets which are held by way of equipment < 
and not for the purpose of re-sMe^ They are of a permanent nature, 
and it is by thVir help that the busuifess is carried on. Examples are: 

' Land, Buildings\Plant, Machinery, Tools^sEu«rniture, Fittings, etc. 

FLOATING ASSETS are such as are required'tqMhe business for 
the purpose of re-sale, 'such as Stock-in-trade, or such assets as are 
constantly circulating aqd arise out of usual business dealings. They 
are held temporarily for subsequent conversion into money. These are 
Book Debts, Bills Receivable, Cash at Bank, etc. 
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Since the Fixed Assets are held by a business for a purpose quite 
different from that of the Floating Assets,* it follows that the mode of 
valuation in each case would differ. 

fixed Assets which are used for die purpose of earning revenue 
and not for re-sale must be valued on the basis of their usefulness to the 
business as a going concern. Thus, so long as die business continues, the 
values of the Fixed Assets must be determined from their capacity to 
earn revenue, and the main question that will have to be asked at the 
end of each financial period in arriving at the percentage of depreciation 
to be written off will be “ For how many more years would these assets 
be of use to the business ? ” Having estimated the period of the prob¬ 
able life of these assets, what remains to do is to take the original cost 
of each such asset, deduct therefrom the residual or break-up value the 
asset is likely to realise when discarded, and divide the balance by the 
number of years for which the asset has been estimated to last. The 
figure thus arrived at would represent the amount of depreciation to be 
written off each year. 

Floating Assets, being held for the purpose of infmediate conversion 
into cash, must be valued at the figures which they are likely to realise 
when so converted. This is provided no such asset is valued in excess 
of its original cost. Thus, the closing stock is never valued at anything 
more than its original cost, whereas if the market price is less than the 
cost, it is valued at market price. Again, Book Debts, for this very 
reason, are valued at their realisable price, and that is why all accrued 
and likely losses thereon by way of Bad and Doubtful Debts and 
Discounts are always provided for. 

FORM OF BALANCE SHEET 

As the Balance Sheet purports to show the financial position of the 
business, it follows that it should be drawn out in some intelligible form 
or order. 

The Assets and Liabilities should be grouped together and properly 
classified under appropriate headings, so as to convey the information 
in a summarised form. The Debtors and Creditors need not be shown 
in the shape of individual balances, but must be set out in total. Fur¬ 
ther, the balances owing by customers must be shown separately under 
the heading of “ Trade Debto rs” or “BookJPehts” and must not be 
mixed up with Debtors for Loans or* Pre aid Expenses. Similarly, 
Trade Creditors must be distinguished frc>m ~Credil6rs f or Loans, or 
from Liabilities for Expenses. In fact, the whole of the Assets and 
Liabilities must be disclosed in a manner as would present a clear view 
of the true state of affairs to any one reading the Balance Sheet. - 

No definite rules can be laid down as to the correct order in which 
the Assets and liabilities shall appear in the Balance Sheet. It is usual, 
however, to start with the Fixed Assets, and follow on with the floating 
Assets in the order in which they are more difficult of realisation. 
Similar ly, the Fixed liabilities are stated first antr are followed by 
Floating liabilities. There are concerns, hotyever, which prefer - to 
reverse this order, and in Partnership Accounts, usually the assets are 
shown in the natural order of their realisabilfty and the liabilities in 
the order in which they are payable. Y 

DJE.-11 
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Again, Banks usually prefer to state their assets in order of their 
realisability. Thus the most liquid assets are set out first and are 
followed by assets which are more difficult of realisation. 

DATING THE FINAL ACCOUNTS 

The student should carefully study the method of dating the Final 
Accounts, which is an important point. The Trading and Profit and Loss 
Account, being a summary of the transactions relating to trading during 
a given period, should always be headed this way— 

TRADING AND PROFIT AND LOSS ACCOUNT 
for the year ended- 

On the other hand, the Balance Sheet, being a list of balances 
outstanding on the books of a trader on a particular date, should be 
headed this way— * 

BALANCE SHEET 
as at- 

The name of t,he trader should also appear always at the head of 
the Final Accounts. 

SUNDRY DEBTORS AND SUNDRY CREDITORS 

It is important to note that the items Sundry Debtors and Sundry 
Creditors which are usually found in the Trial Balance are not repre¬ 
sented by any Ledger Accounts under the same heads. As the student 
has seen already, each individual debtor or creditor has his account in 
the Ledger. At the end of each financial period, all the outstanding 
balances of debtors and creditors are taken out from the Ledger and 
separate lists are made of these. The total of the list of balances of 
customers’ accounts is called Sundry Debtors, and is embodied in the 
Trial Balance under this head. Similarly, the total of the list showing 
the outstanding balances of creditors’ accounts is styled Sundry 
Creditors, and is included in the Trial Balance under this head. 

RESERVE FOR DOUBTFUL DEBTS 

The common practice is to provide for Doubtful Debts at the end 
of each balancing period by calculating 5% on the total of the Book 
Debts then existing. All Bad Debts occurring during the currency of 
any financial period are debited in the first instance to Bad Debts 
Account. At the close of the period, the total amount to the debit of 
Bad Debts is transferred to the Reserve for Doubtful Debts Account 
(if such an account is Existing in the Ledger), by means of a Journal 
entry debiting Reserve for Doubtful Debts Account and crediting Bad 
Debts Account. This entry would serve to close the Bad Debts Account. 
The required percentage weuld then be calculated on the total Book 
Debts, and a fresh provision for doubtful debts would be made by means 
of .a Journal Entry debiting Profit and Loss Account and crediting 
Reserve for Doubtful Debts Account. While so providing for a fresh 
reserve, the credit balance, if any, already existing on the Reserve for 
Doubtful Debts should be t/<ken into account. The Reserve for Doubtful 
Debts Account isSdways' shown in the Balance Sheet as a deduction 
from the item Sundry debtors, on the assets side. In the Profit and 
Loss Account, it is always desirable to show Bad Debts separately from 
t|ie amount set aside m Reserve for Doubtful Debts. The following 
examples will help to diucidate the points. 
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Example 42, 

la the "year 1940, the Bad Debts amounted to Rs. 1200]-. It was desired to 
open a Reserve for Doubtful Debts Account by calculating 5 per cent on Sundry 
Debtors which amounted to Rs. 30,000,-. In 1941, the actual Bad Debts amounted 
to Rs. 900)- and the Doubtful Debts Reserve was required to be maintained at 
6 per cent on Sundry Debtors which stood at Rs. 40,0001- on 31st December 1941* 
Pass Journal Entries and show the effect of the transactions on the Profit and 
Loss Account and the Balance Sheet in the books of each of the years. Show aim 
the Reserve for Doubtful Debts Account. 


JOURNAL ENTRIES 


1940 


I*F. 

Rs. 

Rs. 

Deo. 31 

Bad Debt* Account ... ... ... Dr. 

To Sundry Customers’ Account# 

(Being the amount of Bad Debts written off.) 


WOO 

1,200 

at w 

Profit and Loss Account ... ... ... Dr. 

To Bad Debts 

(Beins the transfer of Bad Debts to former Aooount) 


1,200 

1,200 

* >i 

1941 
Deo. 31 

Profit and Loss Account ... ... ... Dr.' 

To Ke-erve for Doubtful Debts 
(Being the provision for Doubtful Debts made at 

5% on Rs. 30,000.) 


1,500 

1,500 

Bad Debts Account ... ... ... Dr. 

To Sundry Customers’ Accounts 
(Being the amount of Bad Debts written off.) 


900 

»1 

900 

99 99 

Reserve for Doubtful Debts ... ... Dr. 

To Bad Debts 

(Being the transfer of Bad Debts to former Aooount.) 


900 

900 

99 «9 

Profit and Loss Account ... ... . ... Dr. 

To Reserve for Doubtful Debts 
(Being additional provision made to bring up the 
Reserve for Doubtful Debts to 5% on Rs, 40,00).) 


1,400 

M00 


PROFIT AND LOSS ACCOUNT 1940. (Debit Side) 

Rs. 

To Bad Debts .-. .. .. .., 1,200 

„ Reserve for Doubtful Debts .. .. .. 1,500 

PROFIT AND LOSS ACCOUNT 1941. (Debit Side) 

To Bad Debts .. .. .. .. 900 

„ Reserve for Doubtful Debts .. .. .. 2,000 


Rs. 


2,900 

Less Old Reserve .. .. .. .. 1,500 

- M00 

Dr. RESERVE FOR DOUBTFUL DEBTS ACCOUNT Or. 


1940 
Dee. 31 

To Balance e/d. ... 

Rs. 

1.5 *'* 

1940 
Dec. 31 

By Profit and Lose Adeount 

Rs. 

1.500 

1941 
Dee. 31 

n » 

To Bad Debts transfer.,. 
n Balance o/d. ... 

m 

1941 
Jan 1 
Dec. 31 

By^ 

It 1 

J 

V 

Salawe h£L 

*roflt and Loss Account 

Ra 

1.500 

M00 


Rs. 

2J#0 



Y n». 

2.900 



« 

1942 
Jan. 1 

By] 

Salneeb/d, 

2JOOO 
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BALANCE SHEET AS AT 31st DECEMBER 1M0 
(Assets Side) 

Rs. 

Sundry Debtors .. .. .. .. 30.000 

Less S per cent lor Doubtful Debts .. 1*500 


XU. 

2&500 


BALANCE SHEET AS AT 31st DECEMBER 1941 
(Assets Side) 

Sundry Debtors .. 40,000 

Less 5 per cent for Doubtful Debts .. .. 2,000 

- 38,000 ■ 

Exampl e 43 Ja/ 

On 1st January 1939, the Reserve for Doubtful Debts Account shows a credit 
balance of Rs. 17,500|-, The Bad Debts during the year 1939 amount to XU. 13,000j-. 
The Debtors at 31st December 1939 are Rs. 3,00,000 and a 5 per cent Reserve for 
Doubtful Debts is required to be maintained. The Bad Debts in 1940 amount to 
Rs, 18,000. On 8lst December 1940, the Debtors are Rs. 3,25,000 and a 5 per cent 
Reserve for Doubtful Debts is required to be kept. The Bad Debts in 1941 amount 
to Rs. 4(000. On 31st December 1941, the Debtors are XU. 1,50,000 and a 5 per cent 
Reserve for Doubtful Debts is to be maintained. Give Journal Entries and show 
how these items will Appear in the Profit and Loss Account and the Balance Sheet 
each of ‘these three years. 


JOURNAL ENTRIES 


1939 
Deo. 31 

1 

Bad D^bts Account ... ... ... Dr. 

To djuudry Customers’ Accounts 
(Being, the amount of Bad Debts written off.) 

|l.f. 

Rs. 

13,000 

Its. 

13,000 

•• »» | 

Reserve for Doubtful Debts ... ... Dr. 

To I)ad Debts 

(Being, the transfer of Bad Debts to former Account.) 


13,000 

i 

13,000 

• 

»» 09 

1940 
Deo. 31 

Profit and Loss Account ... ... ... Dr. 

To Reserve for Doubtful Debts 
(Beingnew provision made to bring up the Reserve 
for Doubtful Debts to 5% on its. 3.00.00Q.) 


10,500 

10,500 

Bad Debts Acoount ... ... ... Dr. > 

To Sundry Customers' Accounts 
(Being the amount of Bad Debts written off.) j 

18,000 

18,000 

99 

Reserve for Doubtful Debts ... ... Dr. ! 

To Bad Debts 

(Being the transfer of Bad Debts to former Account.) j 

18,000 

18,000 

99 99 

1941 
Deo. 31 

Profit and Loss Account ... ... ... Dr. ! 

To Reserve for*Doubtful Debts 
(Being additional provision made to bring up the 
Reserve for Doubtful Debts to 5% on Rs. 3,25,000.) 

; 

19,250 

19,250 

Bad Debts Account , ... ... ... Dr. 

To Sundry Customers’ Accounts 
(Being the funount-nf Bad Debts written off.) 

I 

4,000 

4,000 

99 99 

Reserve for Doubtful Debts ... ... Dr. 

To Bad Debts 

! (Heine the transfer o£Bad Debts to former Account.) 

1 

I 

4,000 

4,000 

99 99 

\ 

Reserve for Doubtffl Debts ... ... Dr. 

To Profit and Wn Acoount 
(Being the excess provision on the former Aoooont 
transferred to Profit and Loss Account after 
leaving a Reserve for Doubtful Debts at 5% on i 

Rs. 1,50,000.) 1 -f ' 1 

j 

4,750 

4,750 
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PROFIT & LOSS ACCOUNT 1839. (Debit Side) 





RS. 

Rs. 

Bad Debts 

• a 

• • 

.. 13,000 


Reserve for Doubtful Debts 

• * 

• * 

15,000 

- i — 

28,000 

* •' 

Leas Old Reserve 

• • 

• • 

17500 

10500 ^ 


PROFIT AND LOSS ACCOUNT 1940. (Debit Side) 

To Bad Debts .. .. .. .. .. 18,000 

„ Reserve for Doubtful Debts .. .. 16,250 


34,250 

Less Old Reserve .. .. 15,000 

- 19,250 

PROFIT AND LOSS ACCOUNT 1941. (Credit Side) 

By Balance of Old Reserve for Doubtful • 

Debts .. 16,250 

Less Bad Debts . 4,000 

New Reserve .. .. .. 7,500 11,500 

-T- - 4,750 


BALANCE SHEET AS AT 31st DECEMBER 1939. 


Sundry Debtors 

Less 5 per cent Reserve for Doubtful Debts 


BALANCE SHEET AS AT 31st DECEMBER 1940. 
Sundry Debtors .. .. .. 

Less 5 per cent Reserve for Doubtful Debts 

BALANCE SHEET AS AT 31st DECEMBER 1941. 
Sundry Debtors 

Less 5 per cent Reserve for Doubtful Debts 


RESERVE FOR DISCOUNTS 


(Assets Side) 

Rs. Rs. 
.. 3,00,000 
15,000 

- 2,85,000 

(Assets Side) 
3,25,000 
16,250 

- 3,08,750 

(Assets Side)j 

.. 1,50,000 i 
7,500 ! , 

-1,42500 

» 


Where there are separate reserves, viz., one Reserve for Discounts 
on Debtors and another Reserve for Discounts on Creditors, it is 
desirable to have separate accounts for Discounts Payable and Discounts 
Receivable. At the end of the financial period, the debit balance of 
Discounts Payable Account will be transferred to the Reserve for Dis¬ 
counts on Debtors Account, and the credit balance of Discounts Receiva¬ 
ble Account will be transferred to the Reserve for Discounts on 
Creditors Account. The Discount Accounts will thus be closed. The 
fresh Reserve for Discount on Debtors will be made by debiting the 
Profit and Loss Account and crediting the Reserve for Discounts on 
Debtors Account with the required amqpnt. The credit balance on 
Reserve for Discounts on Debtors will be shown in the Balance Sheet 
as a deduction from the item Sundry Debtors. The fresfy Reserve for 
Discounts on Creditors will be made by debiting the latter account and 
crediting the Profit and Loss Account. The debit balance on the Reserve 
for Discounts on Creditors will always appear as a deduction from the 
item Sundry Creditors. It will thus be seezwthat the working of these 
accounts is exactly on lines simil ar to that ofye Reserve for Doubtful 
Debts Account. The point that now remains to be noted is this. Where the 
Reserve for Doubtful Debts and the Reserve »r Discounts on Debtors 
are required to be provided for by way of a fixeo percentage on the total 
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Sundry Debtors, the required percentage should first be calculated 
<m the full amount of the Book Debts as a provision for Doubtful Debts, 
and the required percentage in respect of the Reserve for Discounts on 
Debtors should then be calculated on the balance of Book Debts left 
after deduction of the Doubtful Debts Reserve therefrom. The reason 
for so doing is that the Cash Discounts will be allowed only to such 
Debtors as will pay up their accounts within the stipulated time limit 
There can be no question of any cash discounts likely to be allowed on 
doubtful debts. In the Profit and Loss Account, the items of Discounts 
actually allowed and the old and new Reserves for Discounts will have 
to be distinctly stated. It needs only to be pointed out that the Reserve 
for Discounts on Creditors will work in just the reverse way to the 
Reserve for Discounts mi Debtors. Whereas the Reserve for Discounts 
on Debtors will always show a credit balance, the Reserve for Discounts 
on Creditors will always show a debit balance. 

r 

Example 44 

On 31st December 1941, the debtors’ balances amounted to Rs. 10,000 upon 
which 5 per cent is required to be reserved for Doubtful Debts and 5 per cent as 
a Reserve for Discounts on Debtors. On 1st January 1941, the Reserve for Dis¬ 
counts on Debtors showed a credit balance of Rs. 250!-. The discounts allowed 
during the year 1941 amounted to Rs. 400!-. Under the above circumstances, the 
Reserve for Discounts cm Debtors will appear thus:— 


RESERVE FOR DISCOUNTS ON DEBTORS ACCOUNT 


1941 
Deo. 31 

„ 31 

•* 

To Discounts allowed 
’ transferred ...j 

„ Balanoec/d. ..J 

Rs. 

400 

475 

1941 
Jan. 1 
Deo. 31 

By Balance b/d, 

,, Profit and Loss 
Acoount 

Rs. 

250 

625 


Rs. 

875 


Rs. 

875 




1942 
Jan. 1 

! By Balance b/d. 

475 


l ■ 

PROFIT AND LOSS ACCOUNT—(Debit Side) 


Rs. Rs. 

To Discounts allowed .. .. .. .. 400 

„ Reserve for Discounts .. .. .. .. 475 

875 

Lsss Credit Balance on Old Reserve .. 250 

- 625 

Example 45 

On 1st January 1941, the Reserve.for Discounts on Creditors had a debit 
balance of Rs. 500 brought over from the previous year. During the year 1941. 
the Discounts actually received from Creditors amounted to Rs. 400. The creditors’ 
total balances amounted to Rs. 30,000 on 31st December 1941, and you are required 
to maintain a 21 per cent Reserve 4 for Discounts on Creditors. Under this circum¬ 
stance, the account will appear as under:— 

RESERVE FOR DISCOUNTS ON CREDITORS ACCOUNT 


1941 
Jan, 1 
Deo. 31 

1 

To Balance b/fd. J 

„ Profit and Loes f 
Account V*** 

Rs. 

500 

650 

1941 
Deo. 31 

B » 

By Discount reoeived 
transferred 
„ Balanoe c/d. 

Rs. 

400 

750 

1942 
Jen. 1 

If* 

1,150 


Re. 

1,150 

To Balance b/d. * ... 



■ 
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PROFIT AMD LOSS ACCOUNT— {Credit Side) 

By Discounts received .. ., .. .. 4M 

» Reserve for Discounts on Creditors (New) .. 750 


Less Balance on Old Reserve for Discounts on 
Creditor . 


1450 

500 

- 850 


.DEFERRED REV^OJE EXPENDITURE 

Where heavy expenditure of a revenue nature, such as exceptional 
repairs, expenses on removal of business, or abnormal advertising, is 
incurred, it is customary and legitimate not to charge off the whole of 
such expenditure' to the Revenue Account of the year in which it is 
incurred, but to spread it equitably over the number of years during 
which the benefit of such expenditure is likely to he felt. A proportion 
v of such expense is then written off in the Profit and Loss Account of 
each year and the balance not written off will appear on the assets side 
of the Balance Sheet under the heading of “ Deferred Revenue Expendi¬ 
ture.” The whole underlying idea is to see that each year’s Profit and 
Loss Account is charged only with expense that can fairly be attributed 
to that year. 


CLOSING STOCK IS NOT INCLUDED IN TRIAL BALANCE 


The item of stock which is found in Trial Balance always represents 
Stock at commencement of the trading period. Stock at dnd, as a rule, 
does not appear in the Trial Balance, as it is brought in the final accounts 
at the time of preparing the Trading Account. 

Let us prepare Balance Sheets from the Trial Balances of Examples 
Nos. 40 and 41. The items marked thus (*) in these Trial Balances 
have already been transferred to the Trading and Profit and Loss 
Accounts as worked on pages 152, 153, 154 and 155 and what remains 
for the student now is to study how the remaining balances are arranged 

and presented in form of a Balance Sheet. 

* 

Example 46^X^ ’ 

Prepare a Balance Sheet from the following information:— 


TRIAL BALANCE as at 31st December 1940 


D. Dandekar’s Capital Account 
D. Dandekar’s Drawings Account 
’'Lease of Warehouse (10 years to run from 

* Stock, 1st January 1940 
Bills Receivable 

* Sales 

Triv-di & Co. Loan Account 
Purchases 
Creditors # 

* Pa at >'<s and Wages 
A Insurance 
'Debtors 

* Carriage towards - • - 

* Carriage Outwards 

* Commission 

* Interest 

* Stationery ami Printing 

* Bills Payable 

* Returns Inwards 
‘Returns Outwards . 


1st January 1940) 



Ha. 

2,800 

5$» 

25500 

4,000 

Rs. 

25,000 


1,40,000 

..5.000 

a 

75,000 

40500 

. 


400* 


65,000 


. . 1,700 


2500 


1500 


1500 


500 


a 

6500 

2500 


2500 
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• Trade Expenses 
Office Fixtures 
Cash in Office 
Cash at Bank 

* Rent and Taxes 


2,000 

500 

10,000 

2,000 


Rs. 2,12^00 242300 


The Stock at 31st December 1940 was Rs. 30,000. Rs. 400 for Rent and Rs. 000 . 
for Salaries were outstanding.. Rs. 100 'Were prepaid in respect of Insurance. The 
Lease is to be written off by 10 per cent and Office Fixtures byJLpsr cent 

Note .—The items which are marked thus (*) have already appeared in the 
Trading and Profit and Loss Account prepared on page 152, a nd the student is 
requested to study this Balance Sheet along with that Account? 

BALANCE SHEET as at 31st December 1940 


Liabilities, 

; 8undry Creditors :— 1 
1 For Bills Payable 

On Open Accounts ... 
Outstanding for Kent 
and Salaries 

Capital Account :— 
Balance on 1st January 
1940 

Add Profit during tbe 
year 


Lett Drawings daring 
tbe year 


Rs. Rs. 


6300 

40,00(1 


1 , 000 . ^ 

-- 47,300 1 

25,000 

49300/ 

74,500 

2,800 

- 71.700 

Rs. 1,19,000 


Asnts Rs. 

Cash in Hand ... 500 

Cash at Bank ... 10,000 

Loan—Trivedi A Co. ... 

Sundry Debtors:— 

For Bills Receivable ... 4,000 

On Open Accounts ... 65,000 

Expenses Prepaid 
Stock 

Office Fixtures ... 2,000 

Lets Depreciation at 5% 100 

Lease of Warehouse ... 5.000 

y Lest Depreciation at 10% 500 


10300 

3,000 


69300 

100 

30,000 


1,19,000 


If the same Assets and Liabilities are arranged in the re v erse order, viz. the 
order of their permanence, the Balance Sheet would then appear as under:— 

BALANCE SHEET as at 31st December 1940 


Liabilities 

Capital Account:— 
Balance on 1st January 
1940 

Add Profit during the 
year 


Less Drawings during 
the yeai* 

# 

Sundry Creditors;— 
lor Bills Payable 
On Open Accounts .. 
Outstanding for Rent 
and Salaries 



Rs. Rs. 


5.000 

500 

2300 

100 


4.000 

65,000 


10.000 


Rs. 


4300 


1,900 

30,000 


69,000 

100 

3300 


10300 

1,19300 
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Prepare a Balance Sheet from the following information; - 

TRIAL BALANCE, 80th June 1941 

* 

*B. Patel’a Capital Account 
*C. Patel’s Drawings Account 
"Purchases < 

Investments in Government Securities .. 

^♦interest on above 
"♦Wages ^ 

^Sundry Debtors .- 

-ja'Legal Expenses • - *.* - • • - - 

Cash in hand 

Cash at Bank " . 

^Freehold Property . 

^Machinery and Plant' 1 *'' .. .... . .. 

vBills Payable 

iCBills Receivable, ^ ... 

♦Salaries - - • •.• - .. -- 

(♦"Office Expenses _ . .. ..... .... .. .. • • 

V* Discount Account 

Sales . . .. .. .. .. .. , 

Stock on 1st July 1940 .. .. 

V-* Rent (Office) s' .. 

Bad Debts . 

*«* Insurance *►.. 

^•Gas and Fuel • . .^~ 

*.* Freight and Carriage ^ .. ' 

kLoose Tools .. d .. 

aJPatent Rights—5 years unexpired "T ... 

Factory Lighting 

jf Sundry Creditors . .. 

*!* Returns Inwards 
F Returns Outwards 


Creditors for Loan 
ptPffice Furniture and Fittings 


Rs, 

2 , 10300 ' 

13,000 

80,000 

20,000 

MOO' 

34,000 
' 70000 
4^000 

moo 

11,000 

60,000 

1,20,000 


7,000 

13,000 

3,000 

4300 

. 45,000 
2,400 
. ljOO 
L500 
.. 2,700 
3,500 
4300 
. 6,000 
. 5,000 


2,20,000 


30,000 
5,000 . 


Rs. 5,21300 


|21300 


Stock on 30th June 1941 was Rs. 50,000. There were outstanding labilities in 
respect of Wage^ Rs. 2,400, S^gjS^LRs. 600 and Qfik&JRepj; Rs. 400. Insu r ant^ was 
paid in advkndS"to the extent of Rs. 450.* Depreciate Freehold Prop^^ byZ per 
cent, PlanLand Machinery by 10 per cent, OfSce^Furailrag by jTTierxSent, Patent 
Righ tsby 20 per cent and T>vim» Jniilg by 25 per cent. Write off further Rs. 300 
as pad Deb ts and provide 5 per cent on Debtors as Reserve for Doubtful Debts. 

Note .—The items which are marked thus (*) have already appeared in the 
Trading and Profit and Loch Account prepared on page 154, and toe student is 
requested to study this Balance Sheet along with that Account 

BALANCE SHEET as at 30th Jude 1941 


Liabilities 

Sonar CrxditobA:— 
For Bills Payable 
On Open Accounts 
For Loan ... 
Outstanding for Wages 
Salaries and Rent... 

Capxtax. Aocoukt:—* 
Balance on 1st July 1940 
Add Profits during the 
year 


6300 

50,000 

30,000 



89300 


Assets 

Cash xn» Hand 
Cash at Bans: . 

Xsvbstkhnts in Govern¬ 
ment Securities " 
Sundry Debtors Rs. 
For Bilk Receivable 
On Opeomoooaati 70,000 
Less ReseOrafor 
Doubtfa$/)ebts 3300 


Rs. 

1300 

11,000 


89300 ( Balance c/fd. 


|^ebte 
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BALANCE 'SHEET as at 30th June 1941—(Ccmtd.) 


Liabilities 

Be. 

Rs. 

Assets 

Rs. 

Re. 

Balance b/fd. 

238,975 

89,900 

Balance b/fd. 


13.700 

Less Drawings during 



Expenses Prepaid 


450 

the year ... 

13,000 


Stock 


50,000 



2,45,975 

Furniture and Frrrmos 

5.000 





Less Depreciation at 5% 

250 







4.750 




Loose Tools 

4.500 





Less Depredation at 25% 

1,125 

3 375 




Patent Rights 

6,000 





Less Depreciation at 20% 

1.2U0 





* 


4,800 



y 

Plant and Machinery .. 

1,20,000 



/ 


Less Depreciation at 10% 

12.000 







1,08,000 




Freehold Property 

60.000 





Less Depreciation at 2% 

1,200 


• 

Rs. 

33.875 

• 

Rs. 

58.800 

3.35375 


If the same Assets and Liabilities are arranged in the reverse order, viz. the 
order of their permanence, the Balance Sheet would then appear as under:— 

BALANCE SHEET as at 30th June 1941 


'^'Liabilities * 

Capitax, Account;— 
Balance on 1st July 
1940 

Add Profits daring the 
year ... „ 


Less Drawings during 
the year... 

Sundry Creditors :— 
For Bills Payable 
On Open Aooount 
For Loan ... 
Outstanding for Wagei 
Salaries and Rent 


| Rs. 

Rs. 

Assets 

Rb. 

j 

Rs. 

! 

1 

.2,10,000 


Freehold Property 

Less Depreciation at 

2% 

60,000 

1,200 

58,800 

. 48.975 


Plant and Machinery 
Less Depreciation at 
10% 

130,000 

238,975 


12,000 

1,08,000 

13300 

2,45,975 

Patent Riohts 
, Less Depreciation at 
20% 

6,000 

6,500 

50,000 

30,000 

3,400 

1300 

4300 

3375 


Loose Tools 

Less Depreciation at 
25% 

4,500 

1.125 

89,900 

Furniture A Fittings- 
Less Depredation at 
5% 

5,000 

250 

i 

4.750 

50,000 

t 

t 


Stock 

Sundry Debtors :— 

For Bills Receivable ... 
On Open Rs. 

Accounts 70,000 

Less Reserve for 

Doubtful Debts 3300 

7,000 

66300 

i 


Expenses Prepaid * ... 
Investments in 
Government Securities 
Cash at Bank ...i 

Cash in Hand 

11,000 

1300 

450 

20,000 

12200 

w 




Rs. 

335375 

* I 

i 

Rs. 

335375 
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ADVANTAGES OF DOUBLE-ENTRY 

The student must have realised by new the advantages accruing 
from the use of the Double-Entry System, which may be summed up 
as under:— 

(1) Double-Entry enables a complete and an exhaustive record 
to be maintained of the whole of the transactions of any business 
irrespective of its nature. 

(2) It helps the owner pt the business to ascertain at any lime not 
only as to what total amount is owing to him by his Trade Debtors and 
what total amount he owes to his Trade Creditors, but it also gives him 
detailed information as to the different component accounts making up 
such totals. 

(3) It serves to maintain a check on the accuracy of the records 
by enabling a Trial Balance to be prepared. 

(4) It results in the preparation of a reliable Profit and Loss 
Account clearly indicating the profit or loss made during any parti¬ 
cular period, with full details as to how such profit or loss has arisen. 

(5) It presents before the Owner the true financial condition 
of the business at periodical intervals by means of a Balance Sheet 
which clearly sets forth the various assets and liabilities, thus helping 
to indicate how the capital stands invested in the business, from time 
to time. 

SUMMARY 

1. All the Ledger Balances appearing in a Trial Balance must find 
their place in the Final Accounts, either in the Trading and Profit and 
Loss Account or in the Balance Sheet. 

2. All balances relating to goods will go in the Trading Account. 

3. All balances relating to expenses or gains will go in the Profit 
and Loss Account. 

4. All the remaining balances will go in the Balance Sheet. 

5. The Balance Sheet serves to show the Assets, liabilities and 
the Capital of a concern on any one date. 

6. The Capital of a concern on any date must equal the difference 
between the total assets and the total liabilities on that date. 

7. Assets are always debit balances and liabilities are credit 
balances. 

8. The object of a Balance Sheet is to present the correct financial 
position of a concern on any given date. 

9. The Assets are shown on the right-hand side of the Balance 
Sheet, and the liabilities and Capital on the left-hand side. 

* 10. The Reserve for Doubtful Debts must be shown as a deduction 
from the item Sundry Debtors on the assets side erf the Balance Sheet. 

, 11. Th^bepreciation, if written off from any Asset, must be shown 

as a deduction troth the Asset in the Balance Cheet. 

12. Fixed Assets are those with the help $1) which the business is 

carried on. J( 

13. Floating Assets are those which are helm^or re-sale or are* held 
temporarily for immediate conversion into cash. * 
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14. Fixed Assets are always valued on the basis of their utility to 
the business. 

15. Floating Assets are always valued on the basis of their 
realisability. 

16. While setting out the Assets and Liabilities in a Balance Sheet, 
they must be grouped together in some intelligent and readable form. 

17. If the Assets are arranged in order of their realisability, the 
Liabilities should then be set out in the order in which they are 
payable. 

18. If the Assets are arranged in order of their permanence, then 
Fixed Liabilities should be set out against Fixed Assets. 

QUESTIONS ON CHAPTER XII 

1. Distinguish between Fixed Assets and Floating Assets. Give 
examples of each. 

2. What is the relationship of Capital to the remaining liabilities 
and Assets of the business ? 

3. What purpose does a Balance Sheet serve ? 

4. Explain why the Final Accounts would be incomplete without 
a Balance Sheet. 

5. How should Fixed Assets be valued in a Balance Sheet ? 

6. On what basis should Floating Assets be valued ? 


■ 



EXERCISE 1 


On 1st January 1941, S. Sen had Its. 5,000 in the bank, cash in office Rs. 125|- and 
goods on hand worth Rs. 6,000. His debtors were B. Basu Rs. 3,500; C. Naidu 
Rs. 2,400; D. Das Rs. 1,850; and his creditors E. Gupta Rs. 2,000; F. Fulchand 
Rs. 1,900 and G. Hiraji Rs. 750. His transactions for the three months are given 
below, and you are requested to enter them in the necessary Subsidiary Books, 
post them to the Ledger, balance the Accounts, and make out a Trial Balance, 
Profit and Loss Account and Balance Sheet. Open Cash Book with Discount, Cash 
and Bank columns. All cash is paid direct into Bank. 


1941 

O Jan. 5 Drew cheque for Office Cash c 
„ 7 Paid cash for Office cleaning c 

„ 10 Received cheque from B. Basu ^ 

Discount in addition 

„ 12 Sales to B. Basu *9 .. .. .. 

„ 17 Purchases from E. Gupta P .. .. .. 

„ 17 Gave him cheque or. account c- .. 

„ 19 Paid Water Tax—Office Cash * 

„ 25 Received cheque from C. Naidu ^ 

Discount in addition 
„ 27 F. Fulchand sold us goods 7 

„ 29 Allowed B. Basu for damaged goods ft? • .. ... 

„ 30 Paid Wages—Office Cash c 

„ 31 Received cheque from B. Basu in full settlement t-. 

„ 31 Prfid Office Salaries by cheque c - 
„ 31 Paid Office Rent by cheque *• 

Feb. 5 G. Hiraji sold us goods T 
„ 10 Sales to C. Naidu c- 
„ 15 B. Basu bought ySods <* 

„ 17 Paid carriage of goods purchased—Office Cash c- 
„ 19 D. Das havirfi# compounded with his creditors. Received 
his cheque! for *■ 

and wrotefcjff his balances as Bad Debt's 
„ 23 Sales to C. Nfidu ft .. ... 

„ 27 Posted cheque to F. Fulchand v 


Rs. 

300 

10 

3,410 

90 

2.850 
2,750 
1,200 

40 

2340 

60 

3,100 

50 

60 

2,800 

600 

125 

1.850 
1350 
1,440 

20 

1,480 

1390 

1300 
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1941 Rs. 

Feb. 28 Bought Wrapping Paper—Office Cadi L .. .. 20 

„ 28 Sold goods for cash C .. .. 450 

„ 28 Paid Sundry Office Expenses—Office Cash .. .. 15 

„ 28 Office Wages—Cheque .. .. .. 80 

„ 28 Office Salaries—Cheque 550 

„ 28 Office Rent—Cheque * .. 125 

Mar. 1 Sales to R. Red* 1,680 

Received his cheque for *r. 900 

„ 3 Gave E. Gupta cheque *” .. 1,940 

Discount in addition 1 ' .. .. .. .. 60 

„ 6 E. Gupta sold us goods P .. .. •. 1,230 

„ 6 Paid by cheque Rly. Freight on same 45 

„ 7 R. Red bought goods s 830 

„ 10 Paid E. Gupta *■ .. .. .. .. 1,375 

„ 12 Paid Wages—Office Cash *■ .. .. 50 

„ 14 Cash Purchases—Cheque .. .. .. 400 

„ 16 Posted cheque to F. Fulchand .. .. .. 1,554 

„ 17 Bought goods of F. Fulchand ? ... .. 780 

„ 19 Received cheque for a Bad Debt previously written off 9 400 

„ 24 Paid G. Hiraji cheque * .. .. .. 730 

Discount in addition e .. .. .. .. 20 

„ 27 Purchases from G. Hiraji f , .. 1,520 

Paid cartage on same—Office Cash t ~ .. 12 

„ 28 Drew cheque for G. Hiraji *• .. .. 2590 

„ 29 Drew cheque for self *• .. .. .. 600 

„ 29 Sold goods for cash *■ .. 2,700 

„ 29 Drew cheque for salaries - .. .. .. 550 

„ 30 Sold goods to P. Nanavati * .. 1,250 

„ 31 Paid Insurance Premium—Cheque * 70 

n 31 Paid Office Rent—Cheque «- .. ,. # . 125 

Goods on hand Rs. 10,650. 

Insurance Prepaid is Rs. 55. 

Reserve 5 per cent on Debtors for Doubtful Debts. 


EXERCISE 2 


On 1st April 1941, the balances in the books of H. Haridas were as undf r:— 

Stock of goods Rs. 9,210; Bills Receivable Rs. 6,930; Bills Payable Rs. 5,160; 
Cash in hand Rs. 260; Debtors: W. Shimoga Rs. 2,870; E. Mistry Rs. 750 ; C. 
Ibrahim Rs. 670; Creditors: D. Dayabhai Rs. 630; The Furniture Supply Co., 
Rs. 500; T. Colah Rs. 230; The Central Bank Ltd. (Bank Overdraft) Rs. 7,420 and 
Loan from P. Smith & Co., Rs. 3,000; Fixtures and Fittings Rs v 1,950. 

The transactions to end of June were as follows: - 


1941 

Apr. 1 Sold goods to S. Silly & Co. 

„ 4 Payment for B. R. due to-day received by bank .. 

„ 6 Purchased goods from French & Co. 

„ 7 Received cheque from C. Ebrahim for 

and their acceptance at 2 months after date for the 
balance .. .. ..• 

„ 12 Received sight draft from W. Shimoga on account 
„ 13 Sold goods to T. Talati for cash 
„ 14 Paid for cash purchases by cheque 

„ 15 Sold goods to F. Dadabhoy . 

„ 16 Discounted C. Ibrahim’s bill with the bank and received 
„ 16 Sight draft received from W. Shimoga was returned dis¬ 
honoured ; paid Notarial charges by cash * .. 

„ 18 Paid cheque to D. Dayabhai 606 

Discount .. .. .. .. 30 

„ 19 Returned to French & Co. goods damage\m transit 
„ 20 Bill Receivable due this date duly met V 
„ 21 Bill Payable met by cheque .V 

„ 24 Sold goods to T. David .. .1 

„ 24 Sold goods to W. Banker 

„ 25 Received cheque in settlement of E. Mistry’!^ account, being 
final dividend of 5 as. 4 ps. in the rupee 


Rs. 

1.490 

2.490 
800 
320 

350 

650 

160 

210 

1,340 

330 

10 


630 

300 

2400 

2460 

1,730 

2,040 

250 
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1941 

Apr. 27 Received cheque from F. Dadabhoy 
Discount 


Rs. 

1,300 

49 


„ 27 Paid for advertising by cheque 
Paid cash for Office Stationery 
Paid cheque for Office Salaries 
Paid cheque for Office Rent 
„ 28 Paid Office Wages by cash 
„ 30 Paid cartage and clearing charges—Cash 
May 1 W. White duly honoured his acceptance due this day 
„ 2 Paid the Furniture Supply Co. by cheque 

„ 5 Bought goods from T. Colah 

„ 10 Paid Sundry Expenses in cash 
„ 12 Sold goods to C. Ehrahim 
n 15 Paid Telephone Bill by cheque—for quarter ending 30th 
June 1941 

„ 17 Paid carriage by cheque to G. W. Railway 
„ 19 Bought goods from D. Dayahhai 
„ 21 Paid T. Colah, cheque .. .. .. 225 

Discount .. .. .. .. 5 

„ 23 Bill Payable due this day paid by Bank .. 

„ 25 Banked sight draft received from W. Shimoga in full 
settlement .. 

„ 27 Accepted Bill drawn by French & Co. payable one month 
after date 

„ 28 Received from S. Silly & Co. cheque .. .. 1,450 

Discount .. .. .. .. 40 


* 30 
„ 31 


Bank honoured our Bill payable due this day 
Paid Office Salaries by cheque 
Paid Office Rent by cheque 
Paid Wages in cash 
Paid Advertising by cash 
June 1 Bought goods for cheque 
Sold goods for cash 
Sold goods to Smithson & Co. 

Sent Smithson & Co.'s acceptance at 2 months to our 
Bankers for collection 
Bought goods from C. Charles 

Sold goods to Parekh who endorsed over his Bill Receiv 
able to us 

Accepted Bill drawn by C. Charles 
Paid freight by cheque for goods inwards 
Paid for cartage and cooly hire—Cash 
Drew cheque tor personal use 
Drew cheque for Salaries 
Drew cheque for Office Rent 
Drew cheque for Advertising 
Paid Office Wages by cash 


5 

10 

12 

15 

17 


19 

21 

25 

30 

30 

30 

30 

30 


Rs. 


1.340 
225 

25 

400 

125 

45 

75 

2.340 
500 

1,370 

30 

1,300 

40 

70 

1,250 


230 

1,600 

2380 

500 


1,490 

1.400 
425 
125 

40 

35 

1,750 

2.400 
1300 

1,200 

1,700 

2400 

1,700 

125 

12 

750 

450 

125 

75 

40 


You are required to enter the above transactions in the proper Subsidiary 
Books, post the same into the Ledger and draw up a Trial Balance. Prepare also 
a Profit and Loss Account and Balance She^t as at 30th June and close all Ledger 
Accounts. All cheques are paid direct into the Bank an$ all payments are made 
by cheques except when otherwise stated. 

The Stock on hand on 30th June 1941 was Rs. 9,450|>. Reserve 5 per cent for 
Doubtful Debts and depreciate Furniture and Fixtures by Rs. 150|-. 

EXERCISE 3 


From the following figure?* prepare Trading and Profit and Loss Account and 
Balance Sheet;— 

Rs. 

f A. Brown’s Capital Ac^unt .. .. .. .. .. 24,000 

V- A. Brown’s Drawings Account .. .. .. .. 6,000 

Sundry Creditors .. ... .. „ .. . 43,000 

/Bills Payable v .. '.4,000 

! * 






rm balance Binacr 


Sundry Debtors^, .. ... 

Bills Receivable^ 

Loan advanced to Rao & Co. at 5 per cent 
Fixtures and Fittings 
Stock at commencement 
Cash in office 

Cash at the Imperial Bank 
Overdraft with the Central Bank 
Purchases 

Duty and Clearing Charges >. .. .. __ 

Sales .. .. .. . 

Staff Salaries v •• ..' ' ~rr~ ’ .". 

Returns from Customers*■ ~ .v - 

Returns to Creditors .. .. .. 

Commission and Travelling Expenses ,, 

Trade .Expenses v 

Rent Account*. 

. Discount received .. .. .. • 

Zl-The Closing Stock amounted to Rs. 52,000. and Rs. 300 

Clearing Charges. Interest on Loan accrued due, Rs. 500,* - 


Rs. 

.. 51,000 
.. 5.000 

.. 10,000 
4,500 
., 47,000 

900 

.. 12,500 

., 6,000 
.. 50,000 

.. 3,500 

.. 1,28,000 
‘ .. 6,500 

.. 1,000 
.. 1,100 
.. 4,700 

.. 2,500 

2,000 
.. 4,000 

outstanding for 


EXERCISE 4 .v.., • 

From the following figures, prepare Trading arid' Profit and Loss 
Balance Sheet: — 

, R’s Capital Account* 

R’s Drawings Account .. .. .. .. , 

Opening Stocky 

.Machinery ' .. .. .. .. .. # 

^Office Furniture 
'Sundry - Debtors * 

Sundry Creditors 

Cash at Bank .. .. .. .. .. 

Cash m hand .. .. .. .. .. - 

Purchases 

Discount allowed to Customers — 

Sales .. .. .. .. .. .. 

Carriage Inwards-- 
Insurance v 

Printing and Stationery 

Rent and Taxes _ .. .. .. ' .. 

Office Salaries — 

Returns Inwards .. .. .. .. 

Returns Outwards 

Bills Receivable .. .. ,. 

Bills Payable 

The Closing Stock was Rs. 30,000. Insurance Pre-paid is Rs. 800|« 


and Loss Account and 


Rs. 

41,000 

2,000 

17,000 

20,000 

1,500 

38,000 

*45,000 

18,200 

750 

30,000 

1,209 

55,000 

1.300 
800 
675 

1,100 

8.300 
1,000 

925 

1,700 

1,600 


EXERCISE 5 

The following figures are riven to you as a Trial Balance 
June 1941:— 


/Sales .. , i 

/Purchases * 

"^Machinery .. .. 

/Tools and Plant 
..Buildings 

^Loan on Mortgage at 5 per cent 
jankers 

/Printing and Stationery . 

•,Wages 
•'■Repairs 
, Salaries 

• /Stock—1st January 1941 
/ Discounts .. 


of J. Peerbhoy at 30th 


21,000 

10,<JOO 

5,000 

50,000 


500 

15,500 

200 

2,500 

45,000 


Cr. 

Rs. 

84,000 


25,000 

10,000 
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.Rates and Taxes 
/Coal and Gas 
'Carnage Inwards 
/General Expenses 
/ Patents 
IWood Blocks for Printing, etc. 
yJ. Peerbhoy’s Capital 


Dr. 

Hs. 

500 

260 

1,500 

1,250 

800 

200 


Cr. 

Rs. 


34,960 


Hs. 1,54,210 1,54,210 


You are required to write off depreciation from the following:— 

Machinery .. .. .. 5 per cent per annum. 

Tools and Plant .. .. 10 „ » 

Patents .. .. 20 „ „ 

Blocks • a a a a a 50 ,y „ 

and credit J. Peerbhoy’s Capital with Interest at 5 per cent per annum. 

Make out a Trading and Profit and Loss Account and Balance Sheet, 
y Stock at the above date was valued at Rs. 60,000. Provide for half year’s 
interest on Loan on Mortgage. .• 

EXERCISE 6 > 

Freon the following Trial Balance, prepare Trading and Profit and Loss 


k Account and Balance Sheet as at December 31, 1941:— 

TRIAL BALANCE—31st December 1941 


,,'John Bull’S Capital 
-Interest 
Office ,Rent.' 

/ytaxes and Insurance 
^Machinery and Plant 
' Sundry Debtors 
Bills Receivable 
Sundry Creditors 
Bankers , 

.►Business Premises v/ 
y Loan on Mortgage 
.Interest on Loan 
//Wages 

AStock—1st January 1941 
/Salaries 
'Bills Payable 
Loose Tools 
Cash in hand 
f Books and Stationery 
/ Office Expenses 
Sales 


/^Purchases 


Dr. 
Rs. 

500. 

10,000 
20,000 
1,500 


Cr. 

Rs. 

15,000 


20,000 

250 

15,000" 

2,500' 

3 ^ 00 ^ 

500 
500 
250 
350 

21,000 * r 


12,000 

1,000 

15,000 


5,000 


48200' 


Rs. 96200 96200 


The Stock at close was JBs. 4,000. Wages, Salaries aqjd Rent were outstanding 
to the extent* of Rs. ^300,"Rs. 100"and Rs. 75"respectively. Insurance Pre-paia 
amounted to Rs. 25. * r* 

EXERCISE 7 

The following was the Trial Balance of the books of P. Ramnath on 31st 
December 1941, from whichAyou are required to prepare Trading and Profit and 
Loss Account and Balance /3heet:— 


/Reserve for Doubtful 
Allow Interest on Capi 


bts 5 per cent on Debtors. 

I at 5 per cent. • 

, Insurance unexpired Ru. 90. 

/Rent, etc. due and accrued at 31st December 1941 Rs. 900. 
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Interest on , Mortgage at 7§ per cent lor the last 
Loose Tools were ire-valued at 31st December 
Rs 30,000. 

TRIAL BALANCE 


s. Freehold Works 
/^Mortgage on same 
Plant and Machinery 
Loose Tools—1st July 1 
Bills Payable 
Sundry Debtors 
r Sales 

^Cash at Bank 
< Stock—1st July 1841 * 
S Insurance 

^Bad Debts written off 
.—Sundry Creditors 
Bills Receivable 
Purchases 
‘ Cash in hand 
-■ Rent, Rates, etc. 

^ Interest 
Wages 

V" Trade Expenses 
Salaries 

Repairs to Plant, etc. 
x Carriage 
- Discounts received 
^Discounts allowed 
P. Ramnath’s Drawings 
P. Ramnath’s Capital 


two months unpaid. 

1941 at Rs. 4,500 iod Stock at 



Dr. 

Cr. 


Rs. 

Rs. 


35,000 

• 



20,000 


45,500 


5,600 



3,400 


18,200 


11,000 

1,21,500 



10,500 



300 



560 




. 15,600 


5,400 



50,000 



640 



1,300 

* 


250 



10,700 

150 

1,560 

875 

350 


40,000 

Rs. 2,00,675 2,00,675 


EXERCISE | 

On 30th June 1941 the Trial Balance of the books of C. Peacock was as follows: 

TRIAL BALANCE 


j C. Peacock’s Capital 
%C. Peacock’s Drawings 
JStock —1st July 1940 
'Purchases 
-Returns to Creditors 
Ba le s 

Returns from Customers 
^General Trade Expenses 
-Wages 
'Salaries 

^Travelling Expenses 
Advertising .. , 

^JEtent, Rato, Taxes and Insurant 
Discounts 

Bank Interest and Commission 
'Bad Debts written off 
/tremises 

^ Machinery and Plant 
Fixtures and Fittings 
/Sundry Debtors 
^Sundry Creditors 
^Cash in hand 
^Balance at Bank (overdraft) 


11,000 

30,000 

75,000 


Cr. 

Rs. 

35,000 


.. 1,300 

1,25,000 

2,700 

755 

.. 3,500 

.. 5,600 

850 
500 

.. 2,800 
300 
215 
•400 
6,000 

.. 10,000 
.. 5,000 ^ 

.. 46,000 . 

30,000 

680 

10,000 

Rs. 2,0^300 ijouoo 


A c -19 
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^The Stock on hand on 30th June 1941 was Bs. 45,000. 

Draw up a Trading and Profit and Loss Account and Balance Sheet after 
iwnfrmg the following adjustments:- 

(a) Depreciate Machinery and Plant by 10 per cent, Fixtures and Fittings by 
10 per cent. 

(b) Make a reserve for Doubtful Debts at 5 per cent on Debtors. 

(c) Insurances are paid in advance to the extent of Rs. 150. 


EXERCISE 9 


From the following Trial Balance of C. Cooper, make out Trading and Profit 
and Loss Account and*Balahce Sheet for the year ending 31st December 1941. 
^ Depreciate Plant and Machinery, Office Furniture, Patterns and Patents at a uniform 
rate of 7| per cent per annum. 

• Provide Reserve for Bad and Doubtful Debts at 5 per cent on Sundry Debtors. 
Stock on hand at the above date was taken at Rs. 30,000. 


TRIAL BALANCE 


vG. Cooper’s Capital 
►C. Cooper’s Drawings 
^Freehold Premises 
implant and Machinery i. 

/"Stock—31st December 1940'-' 

V Office Furniture 
.Patterns 
Patents 

Sundry Debtors 
V.Sundry Creditors 
' >/ Cash in hand 

Cash at Bank—Current Account 
X. Cash at Bank on Deposit 
Bills Payable 
Sales 

C Purchases w 
v Manufacturing Wages 
v., Repairs and Renewals 
^ Coal 

v Gas .and Water 
v Ratefr Taxes and Insurance 
Office Salaries 
-•Travelling Expenses 
General Expenses 
-x. Discount allowed 
v Discount received 
v Interest on Bank Deposit 
Bad Debts 
^ Bills Receivable 


Dr. Cr. 

Rs. Rs. 

1,50,000 

.. 15,000 
.. 20,000 
.. 25,000 
.. 45,000 
.. 8,000 
.. 12,000 
.. 19,000 
.. 75,000 

60,000 

950 

.. 10,000 
.. 20,000 

12,000 

1,65,000 

.. 90,000 
7,000 
.. 2,500 

.. • 1,500 
.. 1,800 
3,700 

.. 12,000 
2,500 
1,800 
2,800 

3,950 

1,000 

1,400 
.. 15,000 


Rs. 3,91,950 3,91,950 


EXERCISE 10 


" From the following Trial balance of S. Spagetti, Caterer and Confectioner, 
prepare Profit and Loss Account and Balance Sheet, after taking into account the 
adjustments noted hereunder.:— 


Make reserve for discounts on Debtors and Creditors at 2} per cent and reserve 
for Doubtful Debts at 5 per cent. Depreciate Business Premises by 2$ per cent 
and Furniture and Fittings by 5 per cent. Salaries outstanding are Rs. 150, and 
Rent outstanding is Rs. 75. There is commission received, but not earned Rs. 90. 
Calculate interest on Capital ¥i 5 per cent 


TRIAL BALANCE—31st March 1941 


Rent 

Business Premises 


. 


Dr. 

Rs. 

525 

4,700 


Cr. 

Rs. 
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TRIAL BAIgANCE-SIrt Maxell 1941—(Contd.) 


Creditors 

Bank 

Capital—1st April 1940 
Commission .. 

Gross Profit 
Discount 

Furniture and Fittings 

Drawings 

Salaries 

Bills Payable 

BaCT Debts 

Debtors 

Bills Receivable 
Stock—31st March 1941 


-31 


Dr. 

Bs. 

1,110 


600 

1,000 

1,650 

240 

8,400 

1420 

4,000 


Rs. 24,145 24,145 


Cr. 

Rs. 

1400 

13,400 

420 

7,600 

175 


1,350 


EXERCISE 11 

The following balances were, an 31st December 1941, extracted from the books 
of F. Ross, who carried on business as a manufacturing Stationer:— 


Ross, Capital 



-Canci 
Drawings 
r . Cash at Bank 
, /Manufacturing Wages - 
'/■'Discounts Allowed ■ 

/Discounts Received-. .. 

/Bank Charges, etc* ._ 

'.'-Loan from J. Barker... 

/-Office Salaries^ 

/iPurc h as es ^ * • • • • 

^Purchases Returns 
/Stock—1st January 194r3u .. 

,Cash in hand 
*/-Sales 

--Sales Returns 

t/Carriage • - ~ ^ . 

(^General Expenses » .. 

> Plant aP d-Mach ina s y * 

< r *KSserve for Bad and Doubtful Debts* 
/ Sundry Creditors 
*/Advertising 
-/Rent and Taxes 
^Sundry Debtors 
/Bad Debts 

-rdhsurance 

' T3ill. D 






Bills Receivable 




£ 

10,000 
342 
2/72 
420 
243 
3425 
284 i *" 

199 

7- 

1,000 

42fr*^ 

13,672 

97 ^ 
4,0l7v^ 
1* 

18,767 

125 

345 

241 

. 1,443- 

. 310 m* 
1445 
* 271 

242 ™ 
4483 

92 - 
47 „ 

124 


You are required to prepare Trading and Profit and Loss Account for the year 
ended 31st December 1941, and a Balance Sheet a& on that date, after taking into 
consideration the following:— 

'10 per cent depreciation is to be written off'frlant and Machinery. 

A new machine had been installed'in November at « cost of £250, but was 1 
d -for, nor has any entry been passed in the books. 


not 




per cent depreciation is to be written off 
_ used out of stock for business m 
Reserve for Bad and Doubtful Debts n 
insurance amounted to £12. 
'£15 wore due 9a 31st December 1911 for 
and had not been pat* through toe books. 


and Fittings. ~ 

_ amounted to £47.^ Ur 
be brought up to 2I£5 q, 


fovbs 

>1 
r «tei 
*»> ■» « * 


rest on toe locm from 


stodc on 81st December 1941 was valued at £4447. 
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EXERCISE 12 
Trial Balance of S. Sampat stood as under, 


on 31st December 1941:— 


S. Sampat’s Capital Account 
/ s. Sampat’s Drawings Account 
Plant and Machinery 
/Loose Tools 
/ Sales 

/Sales Returns 
* Purchases 
/Purchases Returns 
f Machinery Repairs 
/Stock—1st January 1941 
y Bad Debts 

Reserve for Bad Debts 
//Carriage Inwards 
1y Carriage Outwards 
V,Office Salaries 
/ Office Expenses 

^ Travellers 4 Salaries and Commission 
/Factory Power, etc. 

. Bills Receivable , .. 
y y Factory Wages 

/ Rent and Taxes (Factory) 

/ Rent and Taxes (Office) 
s Insurance (Factory) 

/ Insurance (Office) 

.Discount Account 
Factory Lighting 
/ / Sundry Charges (Factory) 

/Cash at Bank of India 
/Central Bank Overdraft 
/■Sundry Creditors 
C Sundry Debtors 
y y Office Furniture 
.Motor Lorry 
/Mbtor Lorry up-keep 
Commission earned 


Rs. 

Rs. 

18,725 

2,480 

14,800 


500 

37300 

100 


10,800 

300 

350 


3,800 


520 

400 

450 


500 


3,900 


1350 


1500 


1,650 


300 


4300 


1300 


1,450 


250 


30 

390 

310 


415 


480 

4,000 

3,000 

10,000 

400 


2,900 


380 

1300 

65,615 

65,615 


From the above Trial Balance, you are required to prepare a Factory Working 
Account and a Profit and Loss Account for the year ended 31st December 1941, 
and a Balance Sheet as on that date. 


(a) The following depreciations are to be written off: 
.'-Plant and Machinery, 10 per cent. 

Motor Lorry, 20 per cent. 

Office Furniture, S per cent. 

Loose Tools, 15 per cent. 


(b^ Sundry Loose Tools were made by the firm’s workmen, and, wages Rs. 200, 
' ang*purchases Rs. 100 are to be transferred from these accounts to Loose 
Tools Account before calculating the above depredation. 

(cL The Stock on hand as on 31st December 1941 was valued at Ra. 4,500. 

(eft The Reserve for Doubtful Debts is to be made up/to Ra. 600. 




EXERCISE 13 


following Trial Balance was extracted as on 31st December 1941 from the 
books of K. Kaboor:— 


K. Kaboor’s Capital A 
. Stock—1st January 1941 
Manufacturing Wages 
' Coal and Coke ««e 
Purchases and Sales 
/ Machinery Repairs 
«‘ Carriage Inwards 



Rs. Rs. 

40,000 

20,000 

10,000 

2,000 

82,000 1,18,000 
1,000 
500 

X 
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/ Carriage Outwards 
• Drawings 

L Income-tax .. 

^ Bank Loan (oper cent)-' v 
yktneit on Loan**- .. 

Sundry Debtors and Creditors 
*'/ Bank Current Account 
/Cash in hand 
/ Leasehold Factory ■ 
/Machinery and Rant 
Loose Tools 

L Rent, Taxes and . 

/(Factory Ra. 2,400/ 
/Legal Charges «v 
, Office Salaries V 
, Office Furniture , 

/ P- mnwiMninw 

/ Returns—- 

,/ Sundry Office__ 

' , Sundry Factory Charges —V". 
/ Office Insurance .. 

' Factory Insurance ^ 


Rs. 2,425) 



Rs. 

Rs. 


900 



4,000 

1900 

5,000 


125 
16,000 
’ 1900 

9,000 


200 



6900 



7,800 



1,500 



4925 



600 



6,600 



1900 



800 



1900 

2,000 


600 



1,400 



250 



700 


Rs. 

1,74,000 1,74,000 


You are required to prepare Manufacturing and Profit and Loss Accounts for 
the year ended 31st December 1941, and a Balance Sheet as on that date,' after 
making the following adjustments:— 

lJ^Write 10 per cent depreciation off Machinery and Plant, and 5 per cent 
oft Office Furniture. * ” , 

^Manufacturing Wages R s. 600, an4 Office Salaries. Rs. 250 had accrued due, 
as urn 31st December 1941, but no entridg had beeff made in the books. 

Provide for the interest due on the‘Bank Loan for die half-year ended 
31st December 1941. ^ 

Ajt Hie stock was Valued at Rs. 1 B 900 andALooae Tools at Rs. 1,200 as on 31st 
Deq£hber 1941. f 

Reserve Rs. 400 on Sundry Debtors for Doubtful Debts. 

Reserve 2| per cent on Sundry Debtors for Discount. 

EXERCISE 14 


* 




The Trial Balance of A. Adarji, as oft 31st December 1941, was as follows :- 


A. Adarji’s Capital Account 
Freehold Works 
Machinery and Plant 
Loose Tools 
Contracts executed 
.• Purchases (Stores and Materials) 

✓ Workmen's Wages 
Office Salaries 

Experts’ Fees (Machinery erection) 

Repairs to Machinery and Plant 
Taxes and Insurance X Works Rs. 2,540; Office 
Office Expenses 
Reserve Account 
Staff Security Deposit 
Sundry Debtors 
Sundry Creditors 
.Returns 

'.Carriage Inwards 
" Carriage Outwards 
Discount Account (Balance) 

Cash in hand 
Bank Overdraft 


Rs. 450 


A 

,*■- 


) 


General Expenses (Works Rs. 3,000; 
Interest ana Bapk CHarges 


Office Rs. 1,400) 


Rs. 

25,000 

42,000 

2,000 

25,000 

37,000 

9,000 

1,000 

750 

2990 

1900 


17900 

310 

1900 

800 

400 

1,259 

4900 

450 


Rs. 

75,000 


83,000 


3,700 

900 

10,700 

1900 


8900 
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Bad Debts Reserve (1st January 1941) 

/ Stock (Stores and Materials, 1st January 1941) 
/ Office Furniture 
Commission 


Rs. Rs. 

850 

9,500 

700 

500 


Rs. 1,83,850 133,850\ 


You are required to prepare Working and Profit and Loss Accounts for the 
year ended 31st December 1941, and a Balance Sheet as on that date. 

Before preparing these Accounts the following matters must be taken into 
consideration: — 

(o) On 31st December 1941, the following valuations were made : Stores (Stores 
and Materials), Rs. 4,200; value of work done on contracts on Hand but not billed 
Rs. 4,500. 

(b) Depreciation is to be provided as follow*: Machinery and Plant 10 per 
cent; Office Furniture 5 per cent; Loose Tools 20 per cent. 

(c) The Reserve for Bad Debts is to be further increased by a sum equal to 
$ per cent on the Sundry Debtors. 

(d) Reserve Rs. 750 for Salaries. 

(e) Insurance paid in advance amounted to Works Rs. 250 and Office Rs. 35. 

EXERCISE 15 

The following Trial Balance was extracted from the books of C. Cox as on 
31st March 1941:— 


C. Cox Capital Account 




Rs. 

Rs. 

18,000 

C. Cox Drawings Account 




1300 


Wages (Workshop) 




4350 


Sundry Expenses (Workshop) 




1300 


Office Salaries 




3,600 


Insurance (Workshop Rs. 450; Office 

Rs. 50) 



500 


Rent and Taxes (Workshop Rs. 1300; 

Office Rs. 675) 


1375 


Heating and Lighting (Workshop Rs. 375; Office Rs. 120) 


495 


Advertising 


• • 


1300 


Purchases * 


• « 


35,000 


Purchases Returns 


■ • 


750 

Sales 


• • 



68,000 

Sales Returns 


• * 


300 

Carriage Inwards 


• • 


225 


Carriage Outwards 


• • 


375 


Discount Account 


• • 



125 

Sundry Creditors 


• • 



4370 

Sundry Debtors 

Travellers’ Salaries and Commission 


• • 


6,800 



• • 


4300 


Bank Overdraft 




800 

Cash in hand 




125 


Workshop Plant and Fixtures 




7300 


Office Furniture ... 




900 


Motor Vans 


• • 


3,000 


Bad Debts Reserve—1st April 1940 .. 


» • 


400 

Stock—1st April 1940 


• ■ 


17,100 


Trade Expenses 


• * 


1,100 


Repairs to Motor Vans ' 


4 » W* 


400 



Rs. 82,445 92,445 


You are required to prepare Trading and Profit and Loss Accounts for the 
year ended 31st March 1941, and a Balance Sheet as on that date, after making 
the necessary adjustments given,below:— 

(a) The following valuations were made as on 31st March 1941:—Stock 
Rs. 17.500; Motor Vans Rs. 2,500. 

(b) The following deprecations are to be provided for: —Workshop Plant and 
Fixtures 10 per cent; Office Furniture 5 per cent 

(c) The reserve for Bad Debts is to be increased,to Rs. 600. 
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(d) Expenditure to be carried forward to next year was fixed at: —Advertising 
Rs. 340; Insurance (Workshop) Rs. 30. 

(e) Tfr ppnwi i outstanding axe:—Office Salaries Rs. 250; Advertising RS. 100; 
Commission Rs. 200. 


EXERCISE 3A 

The following Trial Balance was extracted from the books of P. Patterson as 
* on 30th June 1941:— 


P. Patterson’s Capital Account 

• • 

Rs. 

RS. 

75,000 

Freehold Factory 

• • 

!! 45500 


Bills Receivable .. •. > 

• • 

.. 2,750 


Stock—1st July 1940 .. 

Machinery and Plant 

• • 

.. 38,000 


• • 

.. 30,000 


Investments 

• • 

.. 9,750 

35,000 

5 per cent Mortgage Loan 

• « 

875 

Interest on Loan for 1st half-year 

• • 


Conveyance charges on acquisition of Freehold 

• • 

.. 1,125 


Office Furniture .. .. .. 

• •• 

.. 750 


Maintenance Charges—Motor Lorries 


1,300 

9,450 

Sundry Creditors 



Sundry Debtors 


" 14,650 


Purchases 


, .. 1,05,000 

1,65,000 

Sales and work done 

• • 


Factory Wages 

• • 

.' 15,500 


Office Salaries 

■ • 

.. 6,750 


Office Expenses 

Rates and Taxes (Factory Rs. 1,890; Office Rs. 410) 
Power, Lighting and Heating (Factory) 

• * * 

965 



.. 2500 



4,600 


Insurance (Factory Rs. 650; Office Rs. 75) .. 

• • 

725 

430 

Purchases and Purchases Returns 

■ • 

780 

Bank Overcjjaft 

• • 

• 

3500 

Cash in hand 

• • 

” 350 


Carriage (Inwards Rs. 1,700; Outwards Rs. 1,100) 

• * 

.. 2500 


Motor Lorries 


7,600 

500 

Bad Debts Reserve, 1st July 1940 



Interest on Investments 

• • 


390 

Loan to R. Smith 

* • 

500 

• 

Bills Payable 

• • 


2,900 



Rs. 2,92570 2,92570 


You are required to prepare Working and Profit and Loss Accounts for the 
- year ended 30th June 1941, and a Balance Sheet as on that-date. 

Before preparing these Accounts, the following adjustments must be made:— 

(a) Depreciation is to be provided as follows:—Machinery and Plant 10 per 
cent; Office Furniture 5 per cent. 

(b) Expenses paid in advance: —Insurance (Factory) Rs. 90; Taxes (Factory) 
Rs. GO; Expenses owing: Wages Rs. 350; Office Salaries Rs. 250. 

(c) The reserve for Bad Debts is to be made equal to 5 per cent of the Sundry 

Debtors. • 

(d) 50 per cent of the loan to R. Smith (a former manager) is to be written 

off as bad. , 

(e) The six months’ interest on the mortgage Loan due on 30th June 1941, has 

not been provided for. • 

(/) The following valuations were made as on 30th June 1941: —Stock 
Rs.' 37,650; Motor Lorries Rs. 6,850. t 

(Sf) Rs. 150 have accrued due in respect of Interrat on Investments. 

EXERCISE 17 

How would you rectify the following mistakes ?— 

(1) Rs. 400 paid for wages have been posted as Rs. 450. 

(2) An Invoice of Rs. 375 has been entered as of Rs. 735. 

The Invoice Book for the month has already been added and the postings made. 

(3) Goods amounting to Rs. 500 had been included in the Closing Stock on 
30th June 1941, but the corresponding entry in Purchases Book was not made until 
5th July 1941. 
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(4) Wages Rs. 250 expended on manufacturing ol Tools were charged to Wages 
Account. 

(5) An item of Goods Rs. 175 sold to R. Smith was debited to S mi th son’s 
Account. 


(6) An amount of Rs. 200 written off as Bad Debt last year and now received 
was credited to the personal account of the customer. *_ 

anneR/nsy. is 


On 31st December 1941 G. Gupta’s Profit and Loss Account showed credit 
balance of Rs. 9,400 before making the following adjustments:— 

1. Fire Insurance Premium Rs. 600 per annum was paid for the year ending 
31st March 1942. 

2. Unpaid Salaries amounted to Rs. 400. 

3. Rent at Rs. 1,200 per annum is paid only up to 30th September 1941. 

4. Wages Rs. 250 paid for erection of new machinery stand debited to Wages 
Account. 

5. Bad and Doubtful Debts Reserve shows a credit balance of Rs. 2,500, but 
the same was required to be raised to Rs. 4,000. 

6. An outstanding liability of Rs. 250 in respect of Legal charges was left out. 
Pass necessary Journal Entries and prepare the amended Profit and Loss 

Account. 


EXERCISE 19 


Explain what effect the following mistakes will have cm the Accounts:— 

(a) Rs. 250 paid for Office Furniture has been debited to Trade Expenses. 

(b) An Invoice for Rs. 2300 for goods purchased has not been passed through 
the books although the goods are included in the closing stock. 

(c) A cash receipt on account of obsolete machinery sold for Rs. 2,500 is posted 
as cash sales. 

(d) Cash received in reSpect of a Book Debt Rs. 200 is posted as cash sales. 

(e) Rs. 150 paid on account of the proprietor’s club bill stand debited to 
General Expenses Account. 

Pass the necessary rectifying entries. 

EXERCISE 20 1 

The undermentioned errors were made by the counting-house staff of Messrs. 

Madan & Co., during the year ended 30th June 1941:— 

1. On 18th February, a contractor’s bill for the extension of a god own amount¬ 
ing to Rs. 1,675 was debited through the Journal to “Repairs" Account. 

2. On 17th March, a clerk of the firm was paid Rs. 50 for his arrears of salary 
and discharged,. This amount was debited to his personal account. 

3. On 6th April, goods worth Rs. 50 were purchased for cash but the amount 
was entered in the discount column of the Cash Book. 

4. On 15th June, goods of the value of Rs. 1,350 were returned by Roy & Co., 
and were taken into Stock, but the returns were not entered in the books 
till 8th July 1941. 

By means of what entries and in what books would you rectify these errors ? 


EXERCISE 21 

The following errors are discovered in the books of a business concern:— 

(a) £47-10, paid for new Office Furniture has been charged to Office Expenses. 

(b) £39-3r6, representing monthly total of discounts allowed to debtors, has been 
posted from the debit side of tne Cash Book to the crqlit of Discount Account. 

(c) An entry of £10, representing the retail value of goods returned to X & Co, 
wholesalers, has been made in the Returns Outwards Book and posted. The amount 
should have been £7, the invoiced value of the goods in question. Show the entries 
necessary to correct these errors. The original wrong entries are not to be deleted. 
Subject to this restriction, make the corrections in whatever form you consider 
most appropriate. 

(Royal Society or Abts.) 


TlfKBf!lSB 22 

The following errors were made in the books of a trader:—(1) On November 
5th, a cheque was drawn for £25 for Petty Cash and was entered correctly in 
the Cash Book. In the Petty Cash Book, the cheque was entered as £20. (2) The 
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sedition* of the Purchase Book for the month of November should have been 
£02372-19-11, but were incorrectly cast as £12372-19-11. (S) £7-4-2 goods 

returned on November 11th by B. Blank were correctly entered in the Returns 
Inwards Book, but were not posted to the Ledger. Give the entries necessary to 
rectify the above errors. 

(Royal Society or Ants.) 

EXERCISE 23 

You axe required to rectify the following errors by means of Journal Entries: — 

1 . j. Jones Dr. to Ardeshir & Co., for Rs. 200, instead of Rs. 250. 

2. B. Bamji Dr. to Sales Aie, for Rs. 400, instead of B. Bamji, Rs. 300, and 
B. Bomonji Rs. 100 to Sales A|c. Rs. 400. 

3. Sampat & Co., Dr. to Bank Ale., for Rs. 310, instead of Bank Dr. to Sampat 
& Co., Rs. 300-10-0. 

4. Bank A[c. Dr. to C. Cowasji, for Rs. 200, instead of C. Cooverji. 

5. Sen '& Co, Dr. to Sales Ale, for Rs. 50, instead of Bank Dr. to Sales A|c. 
Rs. 50. 

6. Cash A(c. Dr. to Bank A)c, for Rs. 75, instead of Bank A|c. Dr. to Cash 
A|c, Rs. 75. 

7. Purchases A|c, Dr. to Arnold & Co, for Rs. 200-15-0, instead of Arnold & 
Co, Dr. to Sales, for Rs. 215. 

EXERCISE 24 ■ 

The following errors were found in the books of C. Drew & Co, affecting the 
year ended 31st December, 19....; (a) £25, Sales to H. Carver had been posted 
to his account as £2-5-0. (b) A purchase of £350 Plant and Machinery had been 
posted to Purchases Account, (c) In the addition of the Returns Inwards Book, 
a total of £787 had been carried forward as £878; and (d) the Sales Journal had 
been over-added by £68-5-0. Give: (a) The adjusting Journal Da tries necessary 
to correct these errors; (b) The adjusted profit for the year (Profit before adjust¬ 
ing the errors being £3,553-17-6). 

(Royal Society or Arts.) 

EXERCISE 25 

Being unable to balance his books as on 31st December 19...., the book-keeper 
to the X. Y. Z. Co, opened a “Difference in the Books Account", in which he 
entered the discrepancy. Eventually, the following errors were discovered :—(a) 
A cheque drawn for Petty Cash on 23rd November, was entered correctly in the 
Cash Book as £20, but was incorrectly entered in the Petty Cash Book as £15. 
(b) £15-9-6, due to A. B, was not included in the Bought Ledger Balances, (c) 
The additions of the Sales Book for October should have been £16,242-18-11, but 
were incorrectly cast as £16,342-18-11. (d) £5-7-6,. goods returned to C. D. on 

29th December, and correctly entered in the Returns Outwards Book, were not 
posted in the Ledger. Prepare the “Difference in the Books A|c. n , as opened by 
the book-keeper, and show how the above errors should be dealt with in order 
to close the account. 

(London Chamber or Commerce.) 


CHAPTER XIII 

PARTNERSHIP ACCOUNTS 

Occasionally, in order to meet the requirements 6f a growing 
business, two or more persons may become joint owners thereof, each 
bringing in a certain amount of capital and sharing the profits in agreed 
proportions. Such a relationship is called a Partnership. Partnership 
Accounts do not introduce any new principles of Book-keeping other 
than what have been explained in the previous pages. There are, 
however, several new points in regard to record of capitals, drawings, 
interest on capital, division of profits, etc., arising in partnership 
accounts which it is proposed to discuss here. _ _ 
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PARTNERSHIP AGREEMENT 

Partnership is, therefore, the result of an agreement between two 
or more persons to carry on a business jointly for the common benefit 
of all It is not legally necessary for a partnership agreement to be in 
writing. It is highly desirable, however, that there be a written agree¬ 
ment between the partners, making provision for the following matters 
in particular:— 

1. Capital of each partner. 

2. Division of profits or losses. 

3. Drawings. 

4. Interest on Capital. 

5. Partners’ Salaries. 

6. Keeping of Accounts. 

7. Re-payment of Capital. 

RULES IN ABSENCE OF AGREEMENT 

In the absence* of special agreement between the partners, the 
following rules hold good:— 

(a) Each partner has a right to share equally in the Profits. 

(b) Each partner must contribute equally to losses whether of 
Capital or otherwise. 

(c) No partner is entitled to any interest on Capital. 

(d) No partner is entitled to any salary or remuneration. 

(e) The partnership books must be kept at the principal place 
of business, and all partners are entitled to have access to the 
same and take copies. 

(J) Advances in excess of Capital shall bear interest at the rate of 
6% per annum. In England, 5%. 

CAPITAL 

It is for the partners to decide as to what amount each one should 
introduce as capital It is not necessary that capital should be contri¬ 
buted equally or even in proportion to profit-sharing arrangements. 
There are instances where capitals are contributed equally and yet the 
profits are shared in unequal proportions. There are also cases where 
the profits are shared equally and the capitals are contributed in unequal 
proportions. Thus, as to what capital each of them should contribute 
is merely the result of an agreement between the partners. 

A separate Capital Account would have to be opened for each 
partner, and the amount introduced by him will be credited to this 

account. * 

' * 

INTEREST ON CAPITAL 

For a proper and equitable adjustment of accounts between the 
partners, it is advisable to bring the question of interest on capital in 
partnership aecounts. 

Where the partners share profits or losses equally but have con¬ 
tributed capital in unequal amounts, and if no interest is calculated 
cm capitals, the partner who has brought the larger amount of capital 
will naturally get no recompense for the .. .additional capital he has 
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brought in, and this would obviously be unfair to him. Again, where 
the capitals are equal, but the partners share profits unequally, the 
partner receiving file smaller share of profit will lose, if no interest 
on capital is calculated. It can thus be seen how necessary it is 
to calculate interest at a certain rate per cent on the capital of each 
partner. 

Even where capitals are equal and profits are shared equally, it is 
advisable to charge the business with interest on capital to enable 
the partners to see whether the net profits (after charging interest on 
capital) are a sufficient return oh the capital invested in the busi¬ 
ness, having due regard to the risks- involved in carrying on such 
business. - 

Having ascertained the interest to be credited to each partner on 
his capital, the Journal entry to bring this into record would be to 
debit Interest Account and credit the Capital Account of file partner 
concerned. 

DRAWINGS 

It is usual for the partners to. decide as to what maximum amount 
each one should be allowed to withdraw from the business in anti¬ 
cipation of his share of profits. This is very necessary, for if there 
is no such arrangement, any. partner might be tempted to draw a much 
larger amount than would be represented by his legitimate share of 
profit, and this might lead to unpleasantness. . 

The amounts thus withdrawn by each partner from the business 
from time to time are debited to a separate account called the Drawings 
Account. 

INTEREST ON DRAWINGS 

Where the capitals bear interest, it is usual for the partners to 
charge the same percentage of interest on the amounts withdrawn 
by each partner from the date of each drawing to the close of the 
period. 

The entry for bringing the interest on drawings into account would 
be to debit the Capital Account of each partner and credit Interest 
Account with the respective amount. 

It must, however, be clearly understood that if it is desired to 
charge interest on the drawings of each partner, there must be a distinct 
clause in the agreement or a clear understanding among the partners 
to that effect. 

SALARIES OF PARTNERS 

Frequently, it happens that one or more of the partners put in a 
much larger amount of work than others, and would then naturally 
expect to be paid some fixed amount as salary in return for this extra 
work, before the division of profits. It is, therefore, usual for the 
partners to agree to allow a fixed salary to one or more of their number, 
before dividing the net profits each year. 

If any partner is thus entitled to a salary, the entry necessary to 
adjust this item would be to debit Partners’ Salaries Account and credit 
his Capital Account 



188 


DOUBLE-XNTHY BOOK-KEEPING 


It is important to note that in the absence of any express agreement 
amongst the partners, no partner can claim any salary from the firm 
even if he devotes his entire time and energy towards the partnership 
business. 

BOOKS OF ACCOUNT 

It is usual for the partnership books to be kept at the principal 
place of business, and all partners are entitled to have access to these 
books. In order to avoid any dispute in the matter of accounts, it is 
desirable that the Profit and Loss Account and Balance Sheet be made 
out each year, and each partner, on his being satisfied as to the correct¬ 
ness of such accounts, be made to sign them. 

DIVISION OF PROFITS OR LOSSES 

As to what shard each partner is to take in the profit or loss arising 
from the business will depend on the partnership agreement. It is open 
to the partners to share profits in any proportions they deem fit, and 
such proportions peed not necessarily have any bearing on the capital 
contributions. As has been said before, the capitals may be contri¬ 
buted equally, and yet the partners may share profits in unequal propor¬ 
tions. On the,other hand, the capital contributions may be unequal, 
and yet the partners may agree to share profits equally. 

Usually, losses, if any, arising from partnership business have to 
be borne by,the partners in the same proportions in which they share 
profits. There are instances, however, where the partners agree to 
share profits in certain stated proportions, and to bear losses, if any, in 
quite different proportions. 

For the proper adjustment of the share of profit due to each partner 
or the share of loss to be borne by him, it is necessary to consult the 
partnership agreement. 

Having ascertained the share of profit due to each partner, the 
same should be transferred by means of a Journal entry debiting Profit 
and Loss Account and crediting the Capital Account or Drawings 
Account of each partner. If there is loss, the Journal entry would be 
to debit the Capital or Drawings Account of each partner with his 
respective share of loss and credit the Profit and Loss Account. 

LOAN BY A PARTNER 

If a partner advances by way of a loan a sum of money beyond 
the amount of Capital he has agreed to contribute, a Loan Account of 
this partner should be opened quite distinct from his Capital Account. 
In the absence of any agreement to the contrary, such a loan will carry 
6% interest irrespective of whether the capitals, bear any interest dr 
not. In England, the rs$e is 5%. 

CAPITAL AND DRAWING ACCOUNTS 

There will be a separate Capital Account and a Drawing Account 
for each partner. 

There are two distinct methods of keeping the Capital and Drawing 
Accounts. 

One method is to debit all file amounts withdrawn by each partner 
to his Drawing Account, and at the aid of-the financial period to close 
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FLUCTUATING CAPITALS 

A separate Capital 1 Account is opened in the name of each partner 
and is credited with the amount of capital contributed by him on the 
formation of the partnership, and further amounts, if any, brought 
in subsequently as additional capital. There is also a separate Draw¬ 
ings Account in the name of each partner, and this account is debited 
with the respective partner’s drawings from time to time. At the 
. eiid of each financial period, the debit balance on the Drawings Account 
representing the total withdrawals by each, partner is transferred to 
the debit of his Capital Account and the Drawings Account is 
thus closed. The adjustments in regard to Interest on Capital (if 
any allowed) and the share of profits are credited to the Capital 
Account of each partner. On the other hand, adjustments in regard 
to Interest on Drawings (if any agreed upon), and the share of loss if 
there be any, are made on the debit of eac& .partner’s Capital Account. 
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As a result of these adjustments, the Capital Account of each partner 
at the end of the year would be made up of the capital as it stood at the 
beginning of the year, plus interest and share of profits, and less draw¬ 
ings- The Capital Account is then closed by balance, and will represent 
the partner’s capital at the beginning of the new period. The balances 
on Capital Accounts, under such a circumstance, will naturally ^fluctuate 
from year to year, and the Capitals would then be known as fluctuating. 
This is how the partners’ accounts are ordinarily dealt with, unless there 
is a definite provision in the Partnership Agreement that the capitals 
shall be maintained at fixed quantities. 

FIXED CAPITALS 

Where it is stated in the Partnership Deed that the partners’ 
Capitals shall be fixed and shall be maintained at the same figures during 
the partnership, the Capital Account of each partner would be credited 
with only the actual contribution to capital. No adjustment will then 
be made on the Capital Accounts, and the balance on each such account 
will remain at the same figure from year to year, representing the 
original capital contribution. In this case, instead of the Drawings 
Account, there will be a separate Current Account of each partner, and 
the withdrawals by each partner would be charged to this account. 
The adjustments at the end of each financial year in regard to Interest 
on Capital and Drawings (as may be arranged) and the share of profit 
or loss will all be made on the Current Accounts of the partners. The 
Current Account of each partner will then be closed by balance, and 
will be shown quite distinct from the Capital Accounts on the Balance 
Sheet. A credit balance on such Current Account, left after all the 
above adjustments, would mean that the partner has not withdrawn the 
whole of the profits and the interest on his capital due to him, and he 
may draw this balance any time he chooses. A debit balance, on the 
other hand, would signify that the partner has overdrawn his share of 
profits and interest to the extent of such balance, and he may be required 
either to refund this excess withdrawal or make good this debit balance 
by reducing his future drawings. 

Where the Capitals are agreed to be fixed quantities, the balance 
on the Current Account of each partner must be shown as a separate 
item in the Balance Sheet. If such an qccount shows a debit balance 
it will fall on the assets side of the Balance Sheet, and if it shows a 
credit balance, it will appear as a liability. 

Example 49 * 

A and B are partners sharing profits in proportions of 7|10tl|s and 3|10ths 
with Capitals of Rs. 15,000 and Rs. 10,000 respectively. 5% interest was agreed 
to be calculated on the Capital of each partner, and B is to be allowed an annual 
salary of Rs. 2,400 which has not been withdrawn. During the year 1041 A with¬ 
drew Rs. 1,200 and B Rs. 2,000 in anticipation of profits. The profits for the year 
prior to calculation of Interest on Capital, but after charging B’s salary amounted 
to Rs. 8,000. A provision of 7J per cent on this amount is to be made in respect 
of commission to the Manager. Show file partners’ accounts:—(a) Where the 
Capitals are fluctuating quantities, (b) Where the Capitals have been agreed to be 
fixed quantities, and (c) the account showing the allocation of profits. 

(a) Where the Capitals are fluctuating:— 
ox-13 



194 


DOTTBLE-ENTBY BOOK-KEEPING 
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A’a CAPITAL ACCOUNT 


’ 1941 


Re. 

1941 


Re. 

Dee. 31 

To Drawing Account 
transfer 

„ Balance c/d. ... 

1.200 

18,835 

Jan. 1 
Deo. 31 

ft n 

i 

By Balance b/fd, 

„ Interest 
„ Profit and Low 
Appropriation 
| Account 

! 15,000 
750 

4,305 


Re. 

20,055 

1942 
Jan. 1 

! Re. 

20,055 



1 

I By Balance b/d. 

18,855 


A’s DRAWING ACCOUNT 


1941 

1 

« | 

Re. 

1941 I 


Re. ‘ 

Dec. 31 

To Bank 

• 

1,200 

! 

Doe. 31 

By Capital Acooant 
transfer 

1,200 


Ra. 

1,200 


Rs. 

i 

l 

1,200 


B’s CAPITAL ACCOUNT 


1941 

• 

Re. 

1941 J 


Re. 

Deo. 31 

w •» 

• 

To Drawing Acoount 
transfer 
„ Balance o;d. 

! 

I 

! 2jm 
! 12,745 

Jan. 1 
Dec. 31 

tf M 

t» » 

By Balanco b/fd. 

„ Salary 
„ Interest 
„ Profit and Loss 
Appropriation 
Acoount 

10.000 

2,400 

500 

1,845 


Re. 

14,745 


Rs. 

14.745 



I 

1942 
Jan. 1 

By Balance b/d. 

12,745 


B's DRAWING ACCOUNT 


1941 


Re. 

1941 


Ra. 

Dee. 31 

To Bank 

• 

2,000 

Dec. 31 

By Capital Account 
transfer 

2,000 

j 

Re. 

2,000 


Re. 

2,000 


(b) Where the Capitals are fixed :— 

( 

A’s CAPITAL ACCOUNT 



Rs. 

1941 



Rs. 

To Balanoe c/d. 

15,000 

Jan. 1 

By Balance b/fd. 

... 

15,000 

Re. 

15.000 

1942 
Jan. 1 


Ra. 

15.000 



By Balanoe b/d. 

Ml 

15JOOO 
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1941 

! 

i 

Rs. 

1941 


Rs. ’ 

Dec. 31 

n tt 

To Bank *... 

„ Balance c/d. 

1.200 

3,855 

Dee. 31 

ft f* 

By Interest on Capital ... 
„ Profit and Low ** 

Appropriation ' 
Account „,j 

750 

4,305 


Rs. 

5,055 

1942 
Jan. 1 

Ra. j 

5,055 




By B&lanoe b/d. . 

3,855 


B’s CAPITAL ACCOUNT 


1941 

! Rs. 

i 

1941 


| Rs. 

Deo. 31 

To Balance c/d. ...j 10,000 

Jan. 1 

By Balance b/fd. 

10,000 


1 

1 

1942 
Jan. 1 

By Balance b/d. 

10,000 


i |<ian. i I ay i 

B’s CURRENT ACCOUNT 


1941 

, ! 

1 

1 

Ra. 

1941 


Ra. 

Dec. 31 

To Bank 

2,000 

Dec. 31 

By Salary 

2,400 


„ Balance c/d. 

| 2,745 

M n 

„ Interest on Capital ... 

500 




Profit and Loss Ap- 






propriation Account 

1,845 


Rs. 

4,745 

1942 

Ra. 

4,745 


i 

i j 


Jan. 1 

By Balance b/d. 

2,745 


(c) PROFIT AND 

LOSS APPROPRIATION ACCOUNT 

A 

1941 

| 

i 

Rs. 

1941 


Re. 

Dee. 31 

To 74% Commission— j 


Deo. 31 

By Profit and Loss 



Manager 

„ Interest:— Rs. 

On A’s Capital 750 
On B’s Capital 500 j 

600 


Account transfer ... 

8,000 


1,250 





„ Net Profits trees- ! 






ferred to Partners’ > 






Capital Aeoounta 

A 7/lOths 4,305 

B 3/10tbs 1,845 


• 

• 



— 

6.150 

! 




Ra. 

; 8,000 


Ra. 

8,000 


Example 50 % 

A, B and C are partners with Capitals of Rs. 40.000, Rs. 15,000 and Rs. 5,000 
respectively and share profits and losses equally. The net profit for the year 1941, 
before c harging interest on Capital amounted to Rs. 27,000. Show the amount of 
each partner’s gain from the firm, (a) if no interest is calculated on the Capital, 
and (b) where 5 per cent interest on Capital is brought into account, before 
adjustment of profits. 

(a) The profits, prior to calculation of interest on Capital, will be divided as 
uodfip I -*• 

A 1/3 of Rs. 27,000 = Rs. 9,000. 

B 1/3 of Rs. 27,000 s Rs. 9,000. 

C 1/3 of Rs. 27,000 = Rs. 9,000. 
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(b) Where Interest on Capital Is ca l culated prior to division of profits, the 
Profit and Loss Account will appear thus:— 

PROFIT AND LOSS ACCOUNT 


s Ra. 

To Interest on 

A’a Capital Account... 2,000 

B’a „ . 750 

C’a „ „ ... 250 

Rs. 

3,000 

24,000 

• 

By Balance b/fd. 

*•* 

Rs. 

27,000 

„ Net Profit transferred to 
Partners' Capital 

Accounts:— 

A Jjrd ... 8,000 

B ird ... 8,000 

C grd ... 8,000 




Re. | 

1 

27,000 


Rs. 

27,000 


Therefore, after calculation of Interest on Capital, the profits earned by each 
partner will be as follows:— 


A 

Interest 

Ra 2.000 

and 

M 

Rs. 

Profits 

8,000 as Rs. 

10.000 

B 

Rs. 

750 

M 

Rs. 

8.000 = Rs. 

8,750 

C 

Rs. 

250 

M 

Rs. 

8,000 = Ra. 

8,250 


Note .—From the above, it is clear that where the Capitals are unequal and 
the profits are 'shared equally, it is desirable to calculate a reasonable rate of 
interest on the Capital of each partner before the ascertainment of distributable 
profits, in order that the partners with larger Capitals may be duly compensated. 

Example 51 

A, B and C are partners with Capitals of Rs. 20,000 each and share profits in 
proportions of 1/2, 3/8 and 1/8. The net profit for the year 1941, before calculating 
Interest on Capital amounted to Rs. 27,000. Show th& amount of each partner’s 
gain from the firm, (a) if Interest on Capital is igrifrod, and (b) if 5 per cent 
Interest on Capital is to be calculated before adjustment of profits. 

(a) The profits, prior to calculation of Interest on Capital, will be divided as 
under: — 

A 1/2 of Us. 27.000 = Rs. 13,500. 

B 3/8 of Re. 27,000 = Ra. 10,125. 

C 1/8 of Ra. 27,000 = Ra. 3,375. 

(b) Where Interest on Capital is calculated before division of profits, the Profit 

and Loss Account will appear thus:— 


PROFIT AND LOSS ACCOUNT 





Ra. 



Re. 



Ra. 





To Interest on 




By Balance b/fd. 

•* * 

27,000 

A’a Capital 

• ■ s 

1,000* 




B’a „ 

• vs 

1,000 


A 



CTa ., ♦ 

• as 

R000 

3,000 

0 



„ Net Profit transferred 
to Partners’ Capital 




[ 


Aooounis:— 







A i 

• • • 

12,000 




; 

B 3/8ths 


9.000 



• 

1 

O l/8th 

• • a 

3,000 

24.000 


„ 










Ra. 

27,000 

*<■ * ‘ 

Ra. 

27,000 
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Therefore, after calculation of Interact on Capital, the profits earned by each 
partner will be aa follows 



Interest 

and 

Profits 


A 

Rs. 

1,000 

*• 

Rs. 

12,000=sRa. 

13JOOO 

B 

Rs. 

1,000 

Iff 

Rs. 

9,000=Rs. 

10,000 

C 

Rs. 

1,000 

» 

Rs. 

3,000—Rs. 

4,000 


S' 

Note .—From the above, it will be seen that where the Capitals contributed 
by the partners are equal, but the profits are shared in unequal proportions, it 
ib desirable to bring into account Interest on Capital at a certain rate per cent 
prior to division of profits, in order that the partner taking the least share of profits 
may at least be compensated equally along with the other partners by way of 
interest on his Capital, so that the inequality in the division of profits may be 
least felt. 


Example 52 

C. Hemraj and D. Choksi were in partnership, sharing profits in proportions 
of 3/Sths and 2/Sths. The Partnership Agreement provided inter alia:— 

(1) That D. Choksi should receive a salary at Rs. 2S0 per month. 

(2) That each partner should receive 5 per cent interqpt on his Capital, and 
should be charged 5 per cent interest on Drawings. 

The following is a list of balances extracted from the books as on 31st 
December 1941:— 


'C. Hemraj’s Capital 

a 




Dr. 

Rs. 

Cr. 

Rs. 

30,000 

»D. Choksi’s Capital 

• 

• » 

a a 


• 

25,000 

„ C. Hemraj’s Drawings 

a 

• • 

a a 


2,900 

. D. Choksi’s Drawings 


• • 

• a 


3,000 


^Office Furniture 

a 




1,800 


- Purchases v-. ' 





30,800 


'Purchases Returns i 

• 




1,500 

''Oil and Fuel V.. ‘ 

• 




1,700 

.-Rent, Rates and Insurance >, 





2,500 

• 

-- Wages % .. •. . * 

• 


a a 


13,200 


„ Sales i, .. . 

a 


• a 



75,000 

^ Sales Returns^ *.■. 

,, Cartage .. s. * 

• 


a a 


1,300 


• • 

a a 


1,100 


^ General Expenses *.. 

• 

• a 

a a 


870 


^Travelling Expenses > .. 


• • 

* • 


1,340 


^Advertising .. * .. 

■ 

a • 

• a 


1,875 

17,500 


.-•Plant 

a 

• a 

• a 



xStock—1st January 1941)1 , 

• 

a • 



8,600 


—Sundry Debtors 


• a 



30,600 


"Bills Payable 


a a 

a a 


12,000 

^Commission .. *, . 



a a 


1,260 

^Accountancy Charges x 1 . . 

• 

*. a 

4 * 


1,000 

18.200 

^Sundry Creditors 

• 

a a 




^Bills Receivable 

• 

a a 



18,000 


^Cash in hand 


a a 



285 


^ Cash at Bank 

a 

a a 



15,000 


.-Office Salaries .. V .. 

a 

• 



6,800 


/ Discount .. .. v ., 





2,130 

f Motive Power v.. 





•2,400 






Rj. 

l 

o 

1 

H 


" The Stock cm hand on 31st December 1941 was valued at Rs. ll,40dT Write 
off Rs. 400 from Office Furniture and 10 per cent off Plant as Depreciation. Create 
a Reserve of 10 per cent on Sundry Debtors. The Interest on Drawings chargeable 
to Hemraj and Choksi amounted to Rs. 60 and Rs. 75 respectively. 

Prepare Profit and Loss Account and Balance Sheet and passMbe necessary 
adjusting entries. 














m 


DOUBLE-ENTRY BOOK-KEEPING 


HEMRAJ AND CHOKSI 

TRADING AND PROFIT AND LOSS ACCOUNT 


/ for the year ended 31st December 1941 

J * .— ... . . " 


Re. 

Re. 


Ra. 

To Stocky ... 

8,600 

Ra. 


„ Purobefts ... 30,800 


By Sales 75.000 


Lost Return* ... 1,500 


Lett Return. 1,300 


^ Wage. . 

29,300 


73,700 

13,200 

„ Stock 

11,400 

„ Cartage ... 

1,100 



m Motive Power 

, 2,4(0 



„ Oil and Fuel 

1.700 



„ Orou Profit oarried down ... 

28,800 

a 


Ra. 

85,100 

Re. 

85,100 

To Salaries 

6.800 

By Cross Profit brought down .. 

26,600 

„ Rent, Rates and Insurance 

2,500 

„ Discount 

2,130 

„ Partners’ Salary 

3.0(10 



„ Advertising 

1,875 



,, Commission 

1,260 



„ Travelling Expenses' 

1,340 



„ Oenernl Expenses 

870 



H Accountancy Charges 

1,000 



„ Reserve for Doubtful Debts ... 

3,060 



„ Depreciation:— 




Office Furniture 400 




Plant 10% 1,750 





2*50 



„ Interest on Capital 

2,615 



„ Net Profit transferred to 




Partners Capital Aooounta 




C. Hemraj 3/5tha 2.676 




D. Cfaoksi 2/5ths 1,^84 





4,460 



" Ra. 

30,930 

Ra. 

30^30 


ADJUSTING ENTRIES 



L.F. 

Rs. 

Rs. 

Partners’ Salaries Account ... ... ... Dr. 

To D. Chok»i’a Capital Aooount 
(Salary to D. Choksi for the year credited to his Capital 
Aooount). 

j 

3,000 

3,000 

Interest Aooount ... ... ... ...Dr. 

To C. Hemraj’s Capital Aooount 
„ D. Choksi’i H 

(Interest at 5% credited to Partners’ Aooounta.) 


2,750 

1,500 

1,250 

G. Hemraj's Capital Aooount .... ... ...Dr. 

D, Choksi s „ ,, ... ... ... 

To Interest Aooount 

(Interest on partners' drawings'brought into aooount.) 


60 

75 

i 

t 

135 

Depredation Aooount ... ... ...Dr. 

To Office Furniture 
,. Plant 

(Rs. 400 on Office Furniture and 10% on Plant written off.) 

1 

2.150 

400 

1,750 

Profit and Loss Aooount ... ... ... Dr. 

To Reserve for Doubtful Debts 
(10% reserve created on Sundry Debtors.) 


3,060 

i 

3,060 
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/ 


BALANCE SHEET as at Slat December 1941 


Liabilities 

Rs. 

Ra. 

Assets 

Ra. 

Rs/ 

Sundry Creditors :— 



Cask in Hand 

285 


For Bill* Payable 

12,000 


Cash at Bank 

15,000a 


. On Open Account* ... 

18.200 



—_.r 

15,285* 

t 

i 

30,200 

Sundry Debtors .— 



Capital Accounts:— 



For Bills Receivable ... 

18,000 


CL Hemraj’s Capital : 



On Open Rs. 



Balance oa 1st | 



Amounts 30,600 



January 1941 

30,000 


Less Reserve for 



Add Interest 

1.500 


Doubtful Debts 3,060 



„ Profits 

2,676 



27,540 







45,540 

Ra. 

34,176 


Stock 


11,400 

Less Drawings 2,900 

j 


Ornci Furniturk 

1,800 


„ Interest 60 



Less Depreciation 

400 



2.960 


; 


1,400 i 



31,216 

Plant 

17,500 


D. Choksi'a Capita] :— 



•Less Depreciation at 



Balance on 1st 


1 

M 

© 

1,750 


January 1941 

25,000 


• 


15,750 , 

Add Salary 

3,000 





„ Interest 

i,250 





„ Profits 

1.784 





Rs. 

31,034 




l 

Less Drawings 3,000 






„ Interest 75 







3,075 



• 




27,959 

‘Jfcr*\< . 



1 

l 

Rs. 

89,375 

** 

Ra. 

89,375 


ADMISSION OF A NEW PARTNER „ . • 

A trader may decide to admit an outsider into his business with 
a view to secure more capital or fresh skill, energy or influence for the 
business; or, it may be that he wishes to reward the faithful services of 
* a valuable employee by admitting him into partnership. 


When a new partner is thus admitted in an old established business, 
it is usual for the old proprietors to ask from the new-comer some 
compensation in return for the share of profits that they will have to 
forego in the future to make room for him. This reward or compensa¬ 
tion by way of a sum of money which the newly admitted partner is to 
bring in, in return for the share that he is to take in the future profits of 
the business, is called “Goodwill”, bf course, this goodwill or 
premium which the new-comer must bring will be over and above the 
capital he will be called upon to contribute. 

It must be made dear that as soon as* a new partner is admitted 
into a firm, he acquires the following legal rights by virtue of his position 
as a partner:— * 

(1) The right to share in the partnership assets, and 

(2) The right to take a share in the future profits. 

The amount that the new partner brings in for the right to share 
in the partnership assets is called his capital and is credited to his 
Capital Account; whereas the consideration which he pays to the old 
partners for the right to participate in the division of future profits is 
called Goodwill. 
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GOODWILL 

Goodwill may thus be defined as an extra value attaching to an 
oSed established business over and above the worth of the assets employed 
therein because of its past connections, continued prosperity and repu¬ 
tation and the hope that the same profit-earning capacity that the 
business* had enjoyed in the past will be equally maintained in the 
future, by reason of the old customers continuing to deal with the firm 
• despite the change in proprietorship. 

The goodwill payable by the incoming partner to the old proprietors 
may be satisfied in any of the four ways : — 

(1) By a cash payment to the firm, the amount being withdrawn 
by the old partners. 

(2) By a cash payment to the firm, the amount being retained in 
the business as additional capital 

(3) By bringing into record the Goodwill of the firm as its full 
value and adjusting the old partners’ Capital Accounts, where 
Goodwill is not paid for in cash. J 

(4) Sometimes, a cash payment is made b^ the incoming partner to 
the old proprietors personally without bringing the goodwill 
into the books of account. 

WHERE GOODWILL IS RECEIVED IN CASH AND IS 
WITHDRAWN BY THE OLD PARTNERS 

(1) When an amount is brought in by the newly admitted partner 
by way of Goodwill, the same should be credited to Goodwill Account 
in the first instance. 

.(2) The credit balance on Goodwill Account will then be trans¬ 
ferred to the Capital Accounts of the old proprietors in their profit- 
sharing proportions. The entry to bring this about will be to debit the 
Goodwill Account and credit the Capital Account of each of the old 
proprietors in his respective profit-sharing proportion. 

(3) On each of the old partners withdrawing his goodwill amount, 
the entry would be to debit his Capital Account and credit Bank 
Account. 

(4) The amount brought in by the new-comer by way of his capital 
will be credited to a new Capital Account to be opened in his name. 

Example 53 

A & B with capitals of Rs. 3,000 and Rs. 4,000 respectively and sharing profits 
equally, agree to admit D as an equal partner on the condition that he brings in 
‘ Rs. 5,000 as Capital and Rs. 2,000 as his share of Goodwill. It was further agreed 
that the amount brought in asXroodwil) should not remain'in the firm. Pass Journal 
Entries to recird the above" and show the Ledger Accounts. 


Bank Account 

• • * a • » 

l 

ILlF.i 

1 

I 

Dr. 

Ra. 

7,000 

Cr. 

Rs. 

To D’a Capital Account 


1 

5,000 

Goodwill Account 
(Being the amount brought 
«ud Goodwill.) 

in by D in respect of Capital 

» „ | 

i 

! - 
! 


2,000 
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Goodwill Aooount ... ... ... ... Or. 

To A’a Capital Account 

(Being the adjustment of oaah brought in for Goodwill to 
the Capital Aeoounts of the old partner* in their profit- 
sharing proportions.) 

A'a Capital Account ... ... ... ... Dr, 

D a ••• ••• » 

To Bank 

(Being the withdrawal of amount credited in respect of 
Goodwill by the old partners.) 


Or. 


Dr. A’s CAPITAL ACCOUNT Cr. 



Ra. 

• 

Ra 

To Bank 

1.000 

By Balance b/fd. 

3,000 

„ Balapoe c/d. 

3,000 

„ Goodwill • 

1,000 

« 

Ra. 

4,000 

Ra. 

4,000 



By Balance b/d. 

3,000 


Dr. B’s CAPITAL ACCOUNT Cr. 



1 

* • 



Ra. 


Ra. 

To Bank 

1.000 

By Balance b/fd. 

4,000 

„ Balance c/d. 

4,000 

„ Goodwill 

1,000 

Ra. 

5,000 

Ra. 

.5,000 



By Balance b/d. 

4,000 


Dr. D’s CAPITAL ACCOUNT Cr. 


Ra. 

Ra. 

By Bank 

... 5,000 


Dr. GOODWILL ACCOUNT Cr. 


-=*=- 

Ra 

• 

Ra, 

To A’i Capital Account 

>* R * n n ••• 

1.000 

1,000 

By Bank 

2,000 

Ra. 

2,000 

Ra. 

• 

; 2,000 

f 


WHERE THE CASH RECEIVED FOR GOODWILL IS 
RETAINED IN THE BUSINESS 

Where the amount brought in by the incoming partner as his share 
of the goodwill is retained in the business, the effect would be to increase 
the capitals of the old partners to the extent to which the goodwill 
amount has been credited to their individual Capital Account. 
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4 ^Example 54 

X and Y with Capitals of Rs. 10,000 and Rs. 7,500 respectively and sharing 
profits in two-thirds and one-third, agree to admit Z into partnership on condition 
tnS t he brings in Rs. 8,000 as Capital and Rs. 6,000 as Goodwill in return for a 
fouVth share in the profits. The goodwill amount is to be retained in the business.. 
Pass the necessary entries and open the Ledger Accounts. . Show also the future 
proportions^ in regard to division of profits among the partners. 



L.F. 

Rs. 

Rs. 

Bank Account ... ... ... *.. Dr. 

To Z’s Capital Account 
, j,. Goodwill 

(Being cash brought in by Z in respect of his Capital and 
Goodwill.) 

i 

14,000 

8,000 

6,000 

Goodwill ... ... ... ... Dr. 

To X's Capital Account* 

„ Y’s Capital Account 

(Being the transfer of Goodwill amount to the old partners’ 
accounts in their profit-sharing proportions.) 

A 

j 

6,000 

i 

4,000 

2,000 


Dr. 

X’s CAPITAL ACCOUNT 


Cr. 



Rs. 



Rs. 

To Balanoe o/d. 


14,000 

By Balance b/fd. 


10,000 

• 



„ Goodwill 

... 

4,000 


Rs. 

14,000 


Rs. 

14.000 




By Balance b/d. 

... 

14,000 

Dr. 

Y’s CAPITAL ACCOUNT 


Cr. 



Rs. 



1 

To Balance o/d. 

• • • 

9,500 

By Balanoe b/fd. 

■ as 

7,500 




„ Goodwill 


2,000 


Rs. 

9,500 


Rs. 

9,500 




By Balance b/d. 


9,500 


Note.—In this case, as the goodwill amount has been retained in the business, 
it has served to increase the Capitals of the old partners in their profit-sharing 
proportions. * 

The future profit-sharing proportions of X, Y and Z would be as under:— 

X will get 2/3 X 3/4 = 1/2. 

Y will get 1/3 x 3/4 = 1/4. 

Z will get 1/4. 

WHERE THE INCOMING PARTNER DOES NOT BRING 
HIS SHARE OF GOODWILL IN CASH 

(1) Where the incoming partner brings in cash in respect of his 
capital only and does not pay anything in respect of his share of good¬ 
will, it becomes necessary to raise a Goodwill Account in the books of 
the firm. 

(2) This is done by debiting Goodwill Account with an amount 
as agreed to between the old partners and the new-comer and crediting 
the old partner’s Capital Accounts in their, respective profit-sharing 
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proportions. The idea underlying this adjustment is to bring an 
hitherto unrecorded asset in the books of the firm in order that each of 
the old proprietor's Capital Account may get its legitimate credit in 
respect. 

(3) The Goodwill Account will now represent an asset belonging to 
the firm, and will appear as such in the Balance Sheet. ^ 


n ox 
tJu^/ 


(4) If it is desired to write off Goodwill Account from the firm's 
books and again treat it as a silent asset, this can be brought about by 
debiting each partner’s Capital Account (including the new-comer) with 
his profit-sharing proportion and crediting Goodwill Account. 


Example 55 

L/ C and D are in partnership with capitals of Rs. 20,000 and Rs. 15,000 respec¬ 
tively and sharing profits in proportions of three-fourths and one-fourth. They 
admit A into the business on condition that he pays Rs? lO.QQfaas his capital in 
return for one-fifth share in the future profits. The goodwill If the old firm is 
valued at Rs. 12,000 and as A does not bring his proportionate 'share thereof, the 
old partners’ capitals have to be adjusted by bringirfgTthis assettinto record. Pass 
the necessary Journal Entries, open Ledger Accounts and shofer in what proportions 
the profits would be divided among the partners, in the future. 






L.F. 

Bi. 

Rs. 

Bank ... ... ... ... Dr. 

To A’a Capital Aooount . 

(Being the amount brought in by A as his Capital) 


10,000 

• 

10,000 

Goodwill Account ... ... ... ... Dr. 

To C’s Capital Aooount 
„ D’s Capital Account 

(Being the adjustment of Goodwill Aooount to the Capital 
Accounts of the old partners in their profit-sharing 
proportions.) 

1 

12,000 

9.000 

3,000 

# 

t 

Dr. 

C’s CAPITAL ACCOUNT 


Cr. 

✓ 


Rs. 

• 


Rs. 

To Balance o/d. 


29,000 

By Balanoe t\'fd. 

„ Goodwill Aooount 

• • • 

• •• 

20,000 

9,000 


Rs. 

29,000 


Rs. 

29,000 




By Balanoe b/d. 

• • <*i 

29,000 

Dr. 

D’s CAPITAL ACCOUNT * 


Cr. 



Rs. 



: 

Rs. 

To Balance old. 

»*« 

18,000 

By Balanoe b/fd. 

„ Goodwill Aooount 

• ■ • 

• 

15,000 

3,000 


Re. 

18,000 


Re. 

18,000 




By Balanoe b/d. 

... 

18,000 

Dr. 

A’s CAPITAL ACCOUNT 


Cr. 


) 

i 

! 

Rs. 



Rs. 

i 

1 


By Bank 

»•< 

10/100 
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Dr. GOODWILL ACCOUNT Cr. 


\ 

Rs. 



Rs. 

Ttr’Cs Capital Account 
„ D’c Qapital Account 

9,000 

3,000 

By Balance c/d. 

• •• 

l 

12,000 

% 

Re. 

12,000 


Rs. 

12,000 

To Balance b/d. 

12,000 





The future profit-sharing proportions of C, D and A would be arrived at as 
under:— 

C will get 3/4 X 4/5 = 3/5. 

D will get 1/4 X 4/5 = 1/5. 

A will get 1/5. 

Example 56 , 


The Balance Sheet of A who had been carrying on business as a sole trader 
for the last several years showed as follows on 31st December 1940:— 


* 

Liabilities 

Rs. 

Assets 

Rs. 

Creditors 

27,000 

Cash at Bank 

2,500 

A’s Capital 

30,000 

Debtors 

20,000 



Bills Receivable 

3,000 



Stock-in-trade 

30,000 



Office Furniture 

1,500 

Rs. 

57,000 

Rs. 

57,000 


On 1st January 1941, he admitted B into partnership on the terms that B should 
take a fifth share in the future profits and that he should bring in proportionate 
capital. It was also agreed that A’s Capital Account should be raised to Rs. 40,000-'" 
as he had created a Goodwill by bringing his business in a state of established 
reputation. Show the opening Balance Sheet of the new firm on the above arrange¬ 
ment being carried out. 

BALANCE SHEET OF THE NEW FIRM 


Liabilities 

Rs. 

Assets 

Rs. 

Sundry Creditors 

27,000 

Cash at Bank 

12500 

A’s Capital Account 

40,000 

Debtors 

20.000 

Cl. 

10,000 

Bills Receivable 

3,000 



Stock-in-trade 

30,000 



Office Furniture 

1,500 



Goodwill 

10,000 

Rs. 

77,000 

Rs. 

77,000 






Note .—The Goodwill of A’s business which was hitherto unrecorded is now 
brought into record as arranged with B, and A has been given full credit in respect 
thereof. The ^corresponding asset under the heading of Goodwill Account now 
appears on the assets side of the Balance Sheet If the new firm decides to wipe 
off Goodwill Account from their books, the same may be brought about by debiting 
the Capital Accounts of A and B in proportions of 4 and 1 and crediting the GoodwiO 
Account 

Example 57 

A and B have been carrying on business In partnership since 1935, with 
Capitals of Rs. 30,000 and Rs. 10,000 respectively and sharing profits in the same 
proportions. 
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Hie net profits for the years 1938, 1939 and 1940 were Bs. 25,909, Rs. 30,000 
and Bs. 35,000 respectively. It is agreed that from 1st January 1941, B is to have 
2/5ths share in the future profits and for that purpose he should pay a Goodwill 
for the further proportion of profits, such Goodwill to be valued on the basisaf 
two years’ purchase calculated 09 the average of the past three years’ profits. The 
Capital Accounts of the partners are to be adjusted in accordance with thtynew 
profit-sharing arrangements, A being allowed to withdraw any addltionaj^tfmount 
standing to his Capital Account. Pass Journal Entries to record the abov*e arrange¬ 
ment, assuming that B has brought in the necessary sum. Show also the Capital 
Accounts of the partners. 


JOURNAL ENTRIES 



L.F. 

Ba.. 

Rs. 

Bank Account ... ... ...Ur. 

To Goodwill Account 

„ B’a Capital Account • 

(Being the amount brought in by B in respect of Goodwill 
for additional chare m profits, and further, capital in 
proportion to the new profit-sharing arrangement.) 


15,000 

9,000 

6,000 

• 

Goodwill Account ... ... ...Dr. 

To A’s Capital Account 

(Being the transfer of Goodwill to A’s Capital Account as 
a premium for his loss of 3/20ths share in the future 
profits as per the arrangement.) 


9,000 

9,000 

' 

A’a Capital Account ... ... ...Dr. 

To Bauk 

(Being the withdrawal of his Capital in excess of hib profit- 
sharing proportion.) 

i 

15,000 

•l | 

15,000 


A’s CAPITAL ACCOUNT 




1 

• 


Rs. 


Rs. 

To Bank 

15,000 

By Balance b/fd. 

30,000 

„ Balance o/d. 

24,000 

„ Goodwill Account 

9,000 

Rs. 

39,000 

Rs. 

39,000 


i 

By Balance h/d. 

24,000 

B’s CAPITAL ACCOUNT 



Rs. 

! 

• 

• 

Rs. 

To Balance c/d. ... 

16,000 

By Balance b/fd. 

10,000 



„ Bank 

6,000 

R a. 

16,000 

* Us. 

16,000 



By Balance b/d. • 

16,000 


Notes.—The value of Goodwill will be ascertained as under:— 


Profits for 1938 
Profits for 1939 
Profits for 1940 


Rs. 25,000 
Bs. 30,000 
Rs. 35,000 


3) 90,000 


30,000 X 2 = Bs. 60,000 
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The additional share of B is ascertained as under:— 

2 13 3 to be brought 

- tts — ; — x 60,000 as Rs. 9,000 In by B for 

5 4 20 20 Goodwill. 

'l^e adjustment of B's Capital: 

l/‘4-. share ; 2/5 share : : Rs. 10,000 Capital = Rs. 16,000 Capital. 

B has therefore to bring in Rs. 6,000 as additional Capital. 

Example 58 

P having commenced business on 1st January 1941 with a Capital of Rs. 10,000 
admits Q into partnership with a Capital of Rs. 8,000 on 1st May 1941. P and Q 
then take over R as a partner on 1st August 1941 with a Capital of Rs. 5,000. 
On 1st November P, Q and R contribute by way of further Capital Rs. 1,000, 
Rs. 2,000 and Rs. 3,000 respectively. The profits for the year ended 31st December 
1941 amounted to Rs. 6,630 and are agreed to be shared in proportions of Capitals. 
Show the division of Profits at the end of the year. 

l 

P 10,000 x 12 = 1,20,000 Q 8,000 x 8 = 64,000 R 5,000 * 5 = 25.000 
1,000 x 2 = 2,000 2,000 x 2 = 4,000 3,000 x 2 = 6,000 

Rs. 1,22,000 Re. 68,000 Re. 31,000 

■’.The proportions are 122 : 68 : 31 : 

.'. P takes Rs. 3,660; Q, Rs. 2,040 and R, Rs. 930 of the net profits. 

RE-VALUATION OF ASSETS ON ADMISSION OF A NEW 
PARTNER 

It may further happen that before admitting a new person into 
partnership, the parties may agree to a re-valuation of the assets of 
the business, so that it would be on the basis of this fresh valuation as 
mutually agreed upon that the new-comer may step in. 

Under such a circumstance, a special account styled “Profit and 
Loss Adjustment Account ” will have to be opened, and all tHe neces¬ 
sary adjustments will have to be made thereon. 

The ultimate balance on this account representing profit or loss 
as arising from such re-valuation will then be transferred to the Capital 
Accounts of the old proprietors in their profit-sharing proportions. 

Example 59 

Tiie following was the Balance Sheet of P and Q who were sharing profits 
two-thirds and one-third on 31st December 1941:— 


BALANCE SHEET OF P & Q on 31st December 1941 


r ,mm - « " ' T" 

Rs. 


Rs! 

Creditors 

1 65,900 

Cash at Bank v 

1,200 

Capitals:— 

f 

Sundry Debtors 

9,700 

P 

30,000 

8tock 

20,000 

Q 

; 20,000 

Plant and Machinery 

35,000 



Building 

50.000 

Rs. 

1,15.900 

Ra. 

1,15,900 


They agreed to admit R into partnership on the following terms:— 

(1) R was to be given one-third share in profits, and was to bring Rs. 15,0001- 

as his capital and Rs. 6,0001- as his share of goodwill; — 

(2) That the values of Stock and Plant were to be reduced by 10 per cent; 

(3) That a Reserve of 5 per cent was to be created in respect of Sundry 
Debtors; 







PARTNERSHIP ACCOUNTS 


207 


(4) That the Building Account was to be appreciated by 20 per cent; and 

(5) That the goodwill amount was to be withdrawn by ffie old partners. 

Draft Journal Entries to give effect to the above arrangement, show the 1 
and Loess Adjustment Account and prepare the opening Balance Sheet of die 
firm. x 

JOURNAL ENTRIES 


Profit A Loss Adjustment Account ... 

To Stock 

H Plant and Machinery 
„ Reserve for Doubtful Debts 
(Being the amounts written off Stock, Plant and 
Machinery and the provision made for Doubt, 
ful Debts as per agreement dated--.) 


Building Account ... , 

To Profit A Loss Adjustment Account 

(Being the appreciation in the value of Building 
brought into account as per agreement 
dated--.) 

Profit A Loss Adjustment Account ... 

To P’s Capital Account 
„ Q's Capital Account 

(Being ilie transfer of credit balance on the 
Profit A Lo-s Adjustment Account to the old 
partners’ accounts in their profit-sharing 
proportions.) 

Bank 

To IVs Capital Account 
„ Goodwill Account 

(Being the amount of cash brought in by R in 
respect of his share of Capital and Goodwill.) 

Goodwill Account 

To P’s Capital Account 
„ Q’s Capital Account 

(Being the allocation of Goodwill amount among 
the old partners in their profit-sharing pro¬ 
portions.) 

P’s Capita) Account 

Q’s Capital Account 
To Bank 

(Being withdrawals by the old partners of their 
share oi goodwill.) 


10,000 


4,015 !0 0 


21,000 10 0 


6,000 1 0 


p 

Rs. 

a. 

0 

2.000 

0 


3,500 

0 


485 

0 

0 

10,000 

1 

0 

0 

2,676 

10 


1,338 

5 

0 

15,000 

0 


6,000 

0 

0 




4,000 

0 


2,000 

0 

0 

1 

' 6,000 

0 


PROFIT AND LOSS ADJUSTMENT ACCOUNT 


To 8 took 

„ Plant and Machinery 
„ Reserve for Doubtful Debts ... 
„ Transfer of Profit to Capital 
Accounts s— \ 

Rs. a.\ p. 
P|rds share 2,676 10 8 

Q^rd share 1,338 5 Uj 
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RETIREMENT OF A PARTNER , 

«. 

When a partner retires from an established firm, the goodwill of 
the business will have to be valued, and the retiring partner’s Capital 
Account will have to be credited with his proportionate share thereof. 
The total amount then due to the retiring partner as per his Capital 
Account will have to be paid over to him either in one sum or by instal¬ 
ments, as may be mutually agreed. 

Where the amount due to him is payable by instalments, the balance 
standing on the retiring partner’s Capital Account will have to be trans¬ 
ferred to his Loan Account, and this Account will carry interest at an 
agreed rate till the whole amount due is paid out. 

The entry for crediting the proportion of goodwill due to the retir¬ 
ing partner will be to debit Goodwill Account and credit the retiring 
partner’s Capital Account with the necessary sum. 

The debit balance on Goodwill Account must then be written back 
to the Capital Accounts of the remaining partners in their profit-sharing 
proportions. 

Example 60 

X, Y and Z were partners in a firm with Capitals of Rs. 15,000, Rs. 9,500 and 
Rs. 10,000 respectively and sharing profits in proportions of J, j and On 31st 
December 1939, Y retires and for the purpose of his retirement, the Goodwill of the 
firm has been valued at Rs. 12,000. Pass the necessary entries assuming that Y 
has been paid the amount ascertained and show the Capital Accounts of all the 
partners. 


- 

!l.f. 

Rs. 

Rs. 

Goodwill Account ... ... ... ... Dr. 

To Y’a Capital Aooount 

(Being the fourth share of Good will, credited to the retiring 
partner.) 

i 

i 

3,000 

3,000 

^ * 

Y’a Capital Account ... ... ... ... Dr. 

To Bank 

(Being the amount paid to Y in satisfaction of his Capital and 
Goodwill.) 

1 

12,500 

12£00 

X’s Capital Aooount ... ... ... ... Dr. 

Z’a Cm pi tal Account ... ... ... ... „ 

To Goodwill Account 

(Being the Goodwill Account written back to the Capital 
Aaoounte of the continuing partners in their profit-sharing 
proportions.) # * 

1 ; 

2,000 

1,000 

: 

3,000 

i 
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Dr. X’s CAPITAL ACCOUNT . Cr. 



i 

1 

Rs. 

1 



To Goodwill Account 

...! 

2,000 

By Balance b/fd. 


,/ooo 

„ Balanoeo/d. 

•• •• 

i 

13,000 


J 

f 



Rs. ! 

15,000 


Rs. 

15,000 


» 

t 


By Balanoe b/d. 

• • • 

13,000 

Dr. 

Y’s CAPITAL ACCOUNT 


Cr. 



Ra. 



Ra. 

To Bank 

• » • 

12,500 

By Balance b/fd. 

• • • 

9,500 




„ Goodwill Aooount 

... 

3/000 


Rs. 

12,500 


Re. 

12/500 

Dr. 

Z’s CAPITA! 

- ACCOUNT . 


Cr. 


1 

I 

Rs. 


1 

i 

Re. 

To Goodwill Account 

! 

• • *i 

1,000 

By Balance b/fd. 

| 

10,000 

„ Balance o/d. 

•••! 

9,000 





Rs. j 

| 10,000 

1 ---- 

• 

Rs. 

10,000 



1 

By Balance b/d. 

• • < 

9,000 

Dr. 

GOODWILL ACCOUNT 


Cr. 



Rs. 



Jl». 

To Y’s Capital Account 

• • • 

3,000 

By X's Capital Account 

• • i 

2,000 




Z’s „ 

... 

1,000 


Rs. 

3,000 

■ 

Rs. 

3,000 


Example 61 

Assuming that the payment to Y was agreed as follows, viz., Rs. 2,500 to be 
paid immediately and a sum of Rs. 5,000 with accrued interest at 5 per cent on 
31st December 1940 and 31st December 1941 respectively, Y’s Account will appear as 
under:— 

Note .—When the outgoing partner is not paid out .the whole amount due to 
him immediately on retirement, the balance due as shown by his Capital Account 
should be transferred to a separate Loan Account opened in his name, and all the 
payments as also the adjustment in respect of interest should be shown on this 
Account. 

JOURNAL ENTRIES 


Y’s Capital Aooount ... ... ... ... Dr. 

To Y’s Loan Account 

(Being the transfer of the total amount due to him as per 
Capital Account to bis Loan Account.) 


Y’b Loan Account ... ... ... ... Dr. 

To Bank Account 

(Being the first payment to him as per agreement.) 


-- 

L.F. | Rs. 

| 12,500 



i - 

i 

t 


Rs. 

12,500 

2£O0 


nv.11 
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JOURNAL ENTRIES— (Contd.) 


• 

V 

L.F. 

Rs. 

Rs. 

Intere>v Account ... ... ... ... Dr. 

To Y’s Loan Account 

(Being one year’s Interest at 5% on Rs. 10,000 credited at 
the end of the first year.) 


500 

500 

Y’s Loan Account ... ... ... . ... Dr. 

To Bank 

(Being the payment of instalment of Rs. 5,000 with accrued 
interest on 31st December 1940.) 


5,500 

5,500 

Interest Aooount ... ... ... ... Dr. 

To Y's Loan Aooount 

(Being one year's Interest at 5% on Rs. 5,000 due to him.) 


250 

250 

Y’s Loan Aooount ... ... ... ... Dr. 

To Bank 

(Being the final payment of balance of Rs. 5,000 with 
accrued Interest on 31ut December 194L) 


5,250 

5,250 


Example 62 

The Balance Sheet of A, B and C sharing profits in proportions to Capitals 
stood as follows on 31st December 1941:— 


Liabilities 

Rs. 

Aeeeta 

Rs. 

Creditors 

30,500 

Cash at Bank 

3,500 

Capital:— 


Debtors 

35,000 

A 

20,000 

Stock 

15,000 

B 

15,000 

Machinery 

25,000 

C 

15,000 

Fixtures 

2,000 

Rs. 

80,500 

Rs. 

80,500 


On that date, C retires from the firm and for this purpose, the Goodwill of 
the firm has been valued at Rs. 18,000. Stock has been re-valued at Rs. 20,000, 
Machinery at Rs. 15,000 and Fixtures at Rs. 10,000, and a Reserve of Rs. 3,000 for 
Doubtful Debts has been agreed to be created. 

Pass Journal Entries to give effect to the above and show how the Profit and 
Loss Adjustment Account and the Capital Accounts of the partner^, would appear 
after the necessary adjustments have been made. Show also the Balance Sheet 
of A and B. 


JOURNAL ENTRIES 


• 

L.F. 

Rs. 

Rs. 

Profit and Lose Adjustment Aboount ... ... Dr. 

To Machinery Aooount 
„ fixtures Aooount 
„ Reserve for Doubtful Debts Aooount 
(Being the depreciation on assets written off and Reserve for 
Doubtful Debts created.) 


14,000 

, 

■Bjrmn 

Goodwill Account •... ... ... ... Dr. 

Stock Account ... ... ... ... n ; 

To Profit and Lose Adjustment Account 
(Being the value of Goodwill and appreciation in valpeof 
stock brought in.) 


18,000 

5,000 

23,000 
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PROFIT AMD LOSS ADJUSTMENT ACCOUNT 


To Sundries ... 

„ A’s Capital Aooount 

»« B • tt n 

w C* n n ••• 

Re. 

A’s < 

Re. 

14.000 

3,600 

2.700 

2.700 

By Sundries 

i 

e 

Re. 

L ACCOUNT 

R %./ 

^000 

23,000 

23,000 

CAPITA] 



Re. 


Re. 

To Balance o/d. 

23,600 

By Balanoe b/fd. 

20,000 



„ Profit end Lflss 




Adjustment Aooount— 




4/10ths share of gain 

3,600 

Re. 

23,600 

• Re. 

23,600 



By Balanoe b/d. 

23,600 


B’s CAPITAL ACCOUNT 



; 

Re. 


Re. 

To Balanoe o/d. 


17,700 

By Balance b/fd. * 

15,000 


„ Profit and Lose 




Adjustment Aooount— 
3/10tbs share of gain 

2,700 


Re. 

17,700 

Re. 

17,700 




By Balance b/d. 

17,700 


C’s CAPITAL ACCOUNT 


1 

! 

■ 

Re. 

To Balanoe transferred to C’e 

! 

By Balanoe b/fd. 

15,000 

Loan Account 

17,700 

; 

„ Profit and i.oss 

Adjustment Aooount— 
3/10ths share of gain 

2,700 

Re. 

17,700 

Re. 

•* 

17,700 


BALANCE SHEET OF A & B ’ 


Liabilities 

Re. 

a Assets 

Re. 

Sundry Creditors 

30,500 

Cash at Bank . ... 

3,500 

A’s Capital Aooount 

23.600 

Re. 


B’e „ M ••• 

17,706 

Sundry Debtors ... 35,000 


C'e Loan „ 

17,700 

Less Reserve for Doubt- 




ful Debts ... 3,000 





32.000 



Stock 

20,000 



Machinery 

15,000 



Fixtures 

1.000 



Goodwill ... 

ISjOOO 

Re. 

89,500 

Re. 

89,500 
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Note. —C’e Loan Account will be debited when he is paid out and the account 
■will then be closed. 

Example 63 

and D are partners sharing profits half, one-third and one-sixth respec¬ 
tively. It is laid down in the partnership agreement that a retiring partner’s snare 
of Goodwill is to be taken at two years’ purchase of the average profits of the last 
three years. 'C retires and the profits of the firm for the last three years amounted 
to Rs. 10,000, Rs. 8,000 and Rs. 9,000. It is agreed between B and D that they will 
continue to share in the same proportions as before and that no Goodwill Account 
is to be raised. 

Make the Journal Entries, in regard to Goodwill and state how B and D will 
share profits in the future. 

ASCERTAINMENT OF GOODWILL 

i Profits— 

Rs. 

10,000 

8,000 

9,000 

Rs. 27,000' 

Rs. 9,000 = Average profit of 1 year. 

2 years’ purchase of Rs. 9,000 = Rs. 18,000. 

C’s one-third share thereof =r Rs. 6,000. 


JOURNAL ENTRIES 


L.F. 

I 

Goodwill Aoooont ... ... ... ... Dr. 

To C’s Capital Account 

(Being the adjustment on C’s Capital Account in respect of 
Goodwill.) 

B’s Capital Account ... ... ... ... Dr. 

D’sCapital Account ... ... ... ... „ 

To Goodwill Account 

(Being the debit balance of Goodwill Account written back 
to the Capital Accounts of B and D, in their new profit- 
sharing proportions.) 

The future profit-sharing proportions of B and D will be ascertained thus— 

B D 

(3) (1) 

— : — =3 : 1 

( 6 ) ( 6 ) 


Rs. i 

! 

6,000 | 

j 

i 

Rs. 

6,000 

4,500 i 


1,500 . 

l 

6,000 


SHAKE OF DECEASED PARTNER 

On the death of a partner, the representatives of the deceased 
partner have the right, subject to any agreement, to have the value 
of the firm’s goodwill ascertained and to be paid the deceased partner’s 
share thereof. 

After the deceased partner’s share of goodwill is ascertained, the 
entry necessary to bring this into effect is to debit Goodwill Account and 
credit the deceased partner’s Capital Account with such sum. 

The total amount then due to the deceased partner as shown by 
his Capital Account is transferred to a new Account to be opened in 
the name of the Executors of the Deceased. 
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(b) His proportion of Reserve at date of last Balance Sheet 

(c) His proportion of profits to date of death based on the average profits 
of the last three completed years. 

(d) By way of goodwill his proportion of the total profits for the three 
preceding years. 

The "nef profits for the last three years were—in 1939, Rs. 6,000; in 1940, 
Rs. 6,600; and in 1941, Rs. 7,200. James dies on 1st May 1942. Show the account 
as between the firm and James’ Executors as on May 1st, 1942. James has drawn 
Rs. 2,000 to date of death. 

THE ACCOUNT OF EXECUTORS OF JAMES (Deceased) 



1942 


Rs. 

1942 


Rs. 

May 1 

To Drawing Account ... 
„ balance c/d. • 

I 

2,000 

23,800 

1 

! 

i 

May 1 

1 

ft M ) 

j 

ft ft 1 

< 

i 

ft m j 

1 

By Capital Account— 
balance at death 
transferred 

„ Reserve Account— 
3/5ths share 
„ Profit and Loss 
Account—3/5ths 
share of profits 
„ Goodwill Account ... 

9,000 

3,600 

1,320 

11,860 


Rs. 

25.800 

! 

i i 

Rs. 

25,800 




1942 

May 1 | 

By Bslanceb/d. 

23,800 


Note .—If there was any re-valuation of assets agreed upon, the same would 
have been effected through the Profit and Loss Adjustment Account, and the share 
of gain or loss arising thereout and appertaining to James would have been trans¬ 
ferred to the account of his Executors. 


Example 66 

P and Q are partners, sharing profits and losses equally. It is agreed that 
on the death of either, the deceased partner's account shall be credited with the 
full value of goodwill representing two years’ net profits based on the average 
for the last four years’ profits, and that the deceased partner’s share in the business 
shall be paid to his legal personal representatives in yearly instalments of 
Rs. 10,0001- on the 31st December with interest at S per cent per annum on the 
outstanding balance, with yearly rests. Q dies on 31st December 1936. The balance 
to the credit of his Capital Account on that date is Rs. 20,000)-, before allowing 
for drawings and share of profits. For the year 1936 Q’s drawings amounted to 
Rs. 6,000. The profits for the last four years were: 1933, Rs. 8,000; 1934, Rs. 10,000; 
1935, Rs. 12,000; 1936, Rs. 13,000. Ascertain the value of the goodwill show 
the Ledger Accounts for Q’s estate. 

The value of goodwill is ascertained thus: — 


Profits for the year 1933 

a a 

Rs. 8,000 

Do. do. 

1934 

a a 

Rs. 10,000 

Do. do. 

1935 

• a 

Rs. 12,000 

Do. do. 

1936 

a a 

Rs. 13,000 




Rs. 43,000 


Average of one year = Rs. 10,750 X 2 = Rs. 21£Q0. 
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CAPITAL ACCOUNT OF Q (Deceased) 



Rs. 

1936 


Rs. . 

To Drawing Account— 


Deo. 31 

By Balanoe b/fd. 

20.000 

transfer ... 

6,000 


„ Profit and Loss 


„ Balance— 



Account— 


transferred to Loan 



J share of Profits 


Account of Executors 



for 1936 / ... 

6.500 

of Q 

42,000 


„ Goodwill 

21,500 

Rs. 

48,000 


Rs. 

48,000 


LOAN ACCOUNT OF EXECUTORS OF Q (Deceased) 


1937 


Rs. 

a. 

! 

1937 


Rs. 

a. 

Dec. 31 

To Bank 

10,000 

0 

Jon. 1 

By Capital Account 




„ Balance c/d. 

34,100 

0 


—transfer 

42.000 

0 





Deo, 31 

„ Interest 

2,100 

0 


Rs. 

44,100 

0 

i 

* Rs. 

44,100 

0 

1938 




1938 




Deo. 31 

To Bonk 

10,000 

0 

Jan. 1 

By Balanoe b/d. ... 

34.100 

0 


„ Balance o/d. 

25,805 

0 

Deo, 31 

„ Interest 

1,705 

0 


Rs. 

35,805 

0 


Rs. 

35,805 

0 

1939 




1939 

• 



Dec. 31 

To Bank ... 

10,000 

0 

Jan. 1 

By Balance b/d. ... 

25.805 

0 


„ Balanoe c/d. 

17,095 

4 

Deo. 31 

„ Interest 

1,290 

4 


Ra 

27,095 

4 


Rs. 

27,095 

4 

1940 




1940 


a 


Deo. 31 

To Bonk 

10,000 

0 

Jan. 1 

By Balanoe b/d. ... 

17,095 

4 


„ Balanoe o/d. 

7,950 

0 

Deo. 31 

„ Interest 

854 12 


Rs. 

17,950 

0 


Re. 

17,950 

0 

1941 




1941 


i 


Deo. 31 

To Bank 

8,347 

8 

Jan. 1 

By Balance b/d. ... 

7,950 

0 





Dec. 31 

„ Interest 

397 

8 


Ra. 

8,347 

8 


Rs. 

8,347 

8 


AMALGAMATION OF PARTNERSHIPS 

• 

Usually, two or more Partnerships carrying on similar businesses 
amalgamate their concerns with a view to kill competition and to effect 
economy in the cost of management. Wheij such an amalgamation takes 
place, Uie final adjustments in the accounts of each firm will be made 
on the basis of the values at which the various liabilities and assets 
are taken over by the newly constituted firm. All such adjustments 
would be made through a Profit and Loss Adjustment Account which, 
in its turn, would be closed by transfer to the Capital Accounts of the 
partners In their profit-sharing proportions. Each partner’s Capital 
Account would then show the Capital he has to introduce in the new 
firm. A Balance Sheet can then be prepared amalgamating the whole 
of the Assets and liabilities of the firms taken over, so as to indicate 
the opening position of the new firm. 






216 


OOCBLX-ENTRT BOOK-KEEPING 


Example 67 

Hie following were the Balance Sheets of the firms of C and D, and X and 
irrespectively on 31st December 1941, on which date they decided to amalgamate 
their businesses:— 


N , BALANCE SHEET OF C & D 


Dipbilttiea 

Rs. 

Creditors 

... 26,000 

Bills Payable 

5,000 

Reserve 

... 4,000 

C’s Capital Aooount 

... 50,000 

D’s „ 

...; 40,000 


Rs. 1,25,000 


Assets 

Rs. 

Rs. 

Cash at Bank 

• • ■ 

5,000 

Debtors 

30,000 


Leas Reserve 

1,000 

29,000 



Stock 


40,000 

Freehold Property 

... 

51,000 


Rs. 

1,25,000 


BALANCE SHEET OF X & Y 


Liabilities 

Rs. 

Assets 

Rs. 

Creditors 

...i 27,000 

Cash at Bank 

6,000 

Capital of X 

...j 30,000 

Bills Receivable 

4,000 

Capital of Y 

...; 20,000 

1 

Debtors 

24,000 

Stock 

Office Furniture 

30,000 

2,000 



Motor Vans 

5,000 



Goodwill 

6,000 


Rs. ' 77,000 

Rs. 

77,000 


The terms of amalgamation were as follows: — 

(1) The new firm was to take over the assets and liabilities of both the con¬ 
cerns, subject to C and D meeting their Bills Payable which were immediately due. 

(2) C and D's Assets were valued thus—Debtors at Rs. 26,000|-, Stock at 
Rs. 35,0001Freehold Property at Rs. 65,000|- and Goodwill at Rs. 8,000[-. 

(3) X and Y’s Assets were valued thus—Debtors at Rs. 22,000;-, Stock at 
Rs. 34,000|-, Office Furniture at Rs. l,000j-, and Goodwill at Rs. 3,000;-. 

(4) Y took over the Motor Vans at an agreed value of Rs. 3,0001- and also 
Rs. 5,000}- from the Bank Balance. 

(5) The Capitals of the partners in the new firm were fixed at C, Rs. 40,000, 
D, Rs. 30,000, X, Rs. 20,000 and Y, Rs. 10,000, and any excess on any partner’s 
Gapdtal Account after the above adjustments was to be temporarily held over on 
a separate Current Account of the partner concerned. 

(6) C and D were sharing profits in proportion to Capitals and X and Y equally. 

Pass Journal Entries in the books of both the firms and show the necessary 
account to bring about the adjustments. Prepare also the Balance Sheet of the 
new Firm. 

JOURNAL ENTRIES IN THE BOOKS OF C & D 




IL.F.I Rs. 

Rs. 

Bills Payable Account 

Dr. 

; 5,000 


To Bank 


If 

1 

5,000 

(Being the payment of Bills Payable.) 


1 1 i 

.! 

Profit A Loss Adjustment Account ... 

Dr. 

8,000 ' 


To Reserve for Doubtful Debts Account 


J ; 1 

! 3,000 

„ Stock 


1 1 ! 

5,000 

(Being the additional Reserve on Debtors made and Depre- 


i 1 1 

* 1 



ciation on Stock written off.) 
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JOURNAL ENTRIES IN THE BOOKS OF C & D—(Contd.) 
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BALANCE SHEET OF THE NEW FIRM 


Liabilities 


1 

| Ra. 

Assets 


Rs. 

Sundry Creditors 

■ • • 

i 53,000 

Cash at Bank 

•• • 

1,000 

C’s Current Account 

* * « 

; 20,000 

Bills Receivable 

• * « 

4,000 

D’s Current Account 

,,, 

! 18,000 


Rs. 


X’a Current'Aocount 

aM 

8,000 

Sundry Debtors 

54,000 



Rs. 


Less Reserve for Doubt* 



C’s Capital Account 

40,000 


ful Debts 

6,000 


D’s Capital Account 

30,000 


- 


48,000 

X’s Capital Account 

20,000 


Stock-in-trade 

• • • 

69,000 

Y’s Capital Account 

10,000 


Office Furniture 

.. J 

1,000 



1 ,00,000 

Freehold Property 

... 

65,000 




Goodwill 

... 

11,000 


Rs. | 

1,99,000 


Rs. 

1,99,000 


DISSOLUTION OF PARTNERSHIP 


A dissolution of a partnership may take place due to any of the 
following causes: 

(1) By mutual agreement between the partners to dissolve. 

(2) If entered into for a fixed term, by the expiration of that term. 

(3) If entered into for a single undertaking or venture, by the 
completion of that undertaking or venture. 

(4) If entered into for an undefined time, by any partner giving 
a notice to thfe other partners of his intention to dissolve. 

(5) Subject to any agreement between the partners, on the death 
or bankruptcy of any of the partners, or on any of the partners suffer¬ 
ing his share of the partnership property to' be charged for his separate 
debt, 

(6) On the insolvency of the partnership business. 

STEPS ON DISSOLUTION OF PARTNERSHIP 

On a dissolution of a partnership, the following steps are 
necessary : — 

(1) The partnership assets are sold. 

(2) The proceeds thus realised are first utilised in paying off the 
debts and liabilities of the firm to persons who are not partners 
therein. 

(3) Any partner yvho has advanced money to the firm will then 
be paid out his loan. 

(4) Each partner will then be paid rateably what is due from the 
firm to him in respect of his Capital. 

(5) If there is any surplus arising from the realisation of assets 
and r left after the above payments, the same will be divided 
among the partners in the proportions in which profits are divi¬ 
sible. 

REALISATION ACCOUNT 

Accounts will naturally have to be maintained showing what 
amounts were realised on sale of the assets, what liabilities were liqui¬ 
dated, what profit or loss arose as a result of the realisation, and hoig 
the partners* accounts were adjusted inter, se. 
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A special account styled “Realisation Account" will have to be 
opened for this purpose, in order that the whole of the above informa¬ 
tion may be ascertained therefrom. 

DISSOLUTION ENTRIES 

The entries in the books will be passed in the following order: — 

(1) Transfer all the Asset Accounts (other than Cast'and Bank 
Accounts) to Realisation Account at book values by debiting 
Realisation Account and crediting each Asset Account. 

The effect of this entry will be to close all the separate asset 
accounts in the books, and to show their total took value on the Reali¬ 
sation Account. 

(2) Transfer all the Liabilities (other than Loan from a partner) 
to the Realisation Account at book values by debiting each 
Liability Account and crediting the Realisation Account. 

The effect of this entry will be to close all the separate liability 
accounts in the books and bring them on the credit of Realisation 
Account. 

(3) Debit Bank Account and credit Realisation Account with the 
amount realised on the sale of each asset. 

(4) Debit Realisation Account and credit Bank Account with the 
amount paid out in respect of Liabilities. 

(5) Debit Realisation Account and credit Bank Account with any 
expenses paid in connection with the dissolution. 

(6) The balance on the Realisation Account will now give the profit 
or loss on realisation. 

(7) Transfer such profit or loss to the partners* Capital Accounts 
in the proportions in which they share profits or losses. 

(8) If there is a loan by a Partner, the same will be paid out and 
the entry will be to debit the Partner’s Loan Account and credit 
Bank. 

(9) Each partner will now be paid out whnt is ultimately owing to 
him by the firm as shown by his respective Capital Account. 
The entry will be to debit each partner’s Capital Account and 
to credit the Bank Account. 

Notes. —If any partner buys over any asset at an agreed value, 
debit such partner’s Capital Account and credit Realisation Account 
with the amount 

If there is any Cash Balance at the date of dissolution, the same 
should be transferred over to the Bank Account and the amount should 
be paid into the Bank. « 

The reason why the balance on Bank Account should not be trans¬ 
ferred to the Realisation Account is that this Account will have to 
be operated upon till the final payments are made to the partners. 

Example 68 

The following is the Balance Sheet of P, Q and R on 31st December 1941, 
the partners sharing profits in proportions of one-half, one-third and one-sixth 
respectively:— 
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JOURNAL ENTRIES—(Con td.) 



L.F. 

Rs. 

Rs. 

Realisation Aocount ... ... ... Dr. 

To Bank 

(Being the payment of Realisation Expenses.) 


C* 

O *4 

8 8 

700 

P's Loan Account ... ... ... Dr. 

To Bank 

(Being the loan from one of the partners paid off.) 

30,000 

Realisation Aooount ... ... ... Dr. 

To P's Capital Aocount ; 

„ Q's Capital Aooount 
„ R’s Capital Account 

(Being the transfer of profit on Realisation to the partners' 

Capital Aooounts in their profit-sharing proportions.) 

20,100 

10,050 

6,700 

3,350 

P’s Capital Aooount ... ... ... Dr. \ 

Q’s Capital Aocount ... ... ... „ 

R’s Capital Aooount ... ... ... „ 

To Bank • 

(Being the final payment to partners as per their Capital 

Accounts.) 

38,850 

31,700 

18,350 

88,900 


REALISATION ACCOUNT 




Rs. 

• 


Rs. 

To Debtors 


20,000 

By Creditors 

... 

32,000 

„ Stock 


25,000 

„ Reserve for Doubtful Debts ... 

1,000 

„ Investments 


10,000 

„ Bank:— 

Re. 


„ Fixtures 


2,000 

Stock 

22,500 


„ Plant 


35,000 

Investments 

9,000 


„ Freehold 


40,000 

Debtors 

17,500 

« 

„ Bank—Creditors 


30,400 

Plant 

25,000 


„ „ Expenses 

• ■ • 

700 

' Freehold 

75,000 


Profit on Realisation 





1,49,000 

transferred:— 

Rs. 





P's Capital 

10,050 

. 

„ P’s Capital Account— 



Q’« .. 

6,700 


Fixtures 

• • ■ 

1,200 

R’s „ 

3,350 







20,100 





Rs. 

1,83,200 


Rs. 

1,83,200 


BANK ACCdUNT • 




Rs. 



Rs. 

To Balance b/fd. 

• • • 

1,000 

By Realisation Aooount 

Rs. 


„ Realisation Aooount 



Creditors 

• 30,400 



Rs. 


Expenses 

700 


Stock 

22,500 




31,100 

Investments 

9,000 


„ P’s Loan Aooount 


30,000 

Debtors 

17,500 


„ Capital Accounts:— 

Rs. 


Plant 

25,000 


P 

38,850 


Freehold 

75,000 


Q 

31,700 




1,49,000 

R 

18,350 







88,900 


Rs. 

1,50,000 


Rs. 

1,50,000 
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Dr. 

P’s LOAN ACCOUNT 


Cr. 



Ra. 



Rs. 

To Bank 


30,000 

By Balance b/fd. 

see 

30,000 


Rs. 

30,000 


Ra. 

30,000 

\ 





— 

Dr. 

P’s CAPITAL ACCOUNT 


Cr. 



! 

Rs. 



Rs. 

To Realisation Account— 



By Balance b/fd. 

• • • 

30,000 

Fixtures 

■ ■ • 

1,200 

„ Realisation Account— 



„ Bank 


38,850 

J share of profits 

... 

10,050 


< Rs. 

40,050 


Rs. 

40,050 


Dr. Q’s CAPITAL ACCOUNT Cr. 


—' - - € ~ ™"•"* 

Ra. 


Rs. 

To Bank 

31,700 

By Balance b/fd. 

25,000 



„ Realisation Account— 



j 

Jrd share of profits 

6,700 

Rs. 

j 31,700 

Rh. 


Dr. R’s CAPITA 

lL ACCOUNT 

Cr. 


Rs. 


Rs. 

To Bank 

18,350 

By Balance b/fd. 

15,000 



„ Realisation Account— 




l/6th share of profits 

3,350 

Ra. 

18,350 

Rs. 

18,350 


Example 69 


Sen, Gupta and Deshpande were partners in a business, profits and losses being 
divided thus:—Sen 2/5ths, Gupta 2/5ths and Deshpande l/5th. The partnership 
was dissolved as on 31st December 1941, upon which date the firm’s position was 
as under:— 


BALANCE SHEET 


Liabilities 


Ra. 

Aeeete 

Ra. 

Sundry Creditors 

e • • 

58.400 

Sundry Assets 

1,06,200 

Bank Overdraft 1 

* ... 

10,000 

Sundry Debtors ... 

20.000 

Loans:— 

Ra. 


Deshpande’s Current Account ... 

5,000 

Sen 

5,000 


Cash at Bank 

1,200 

Gupta 

8,000 






13/000 



Capital Accounts:— 


i 



Sen 

30,000 

j 



Gupta 

21,000 






51,000 




Rs. 

1,32,400 

Rs. 

1,32,400 
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Sen took over the business, paying Rs. 78,5001- in cash for the Sundry Assets 
and Rs. 25,0001- being debited to nis Capital Account for Goodwill. Sundry Debtors 
realised Rs. 17,0001-. llte expenses of dissolution were Rs. 1,200|-. Pass Journal 
Entries to give effect to the above. Prepare also all the necessary accounts and 
the final Balance Sheet showing the result of the dissolution, assuming that 
Deshpande brings in the amount owing by him. 


JOURNAL ENTRIES / 



1 

L.P. 

-A 

Rs. 

Re. 

Realisation Account ... ... ... Dr. 

To Sundry Aweti 
„ Sundry Debtors 

(Being the transfer of the above assets to Realisation 
Account.) 


1,26,200 

1,06,200 

20,000 

Sundry Creditors ... ... ... Ur. 

Bank Overdraft ... ... ... „ 

To Realisation Aocount 

(Being the transfer of the above liabilities to Realisation 
Account.) * 


58,400 

10,000 

68,400 

Bank Account ... ... ... Dr. 

To Realisation Account 

(Being Rs. 78,500 realised on sale of Sundry Assets to Sen, 
and Rs. 17,000 realised from debtors.) 


95,500 

95,500 

Sen's Capital Account 

To Realisation Account 
(Being the value of Goodwill debited to him.) 

... Dr. 


25,000 

25,000 

Realisation Account 

To Bank 

(Being the amounts paid out as under:— 

Bank Overdraft 

Sundry Creditors 

Dissolution Expenses... 

... Dr. 

10,000 

58,400 

1,200.) 


69,600 

69,600 

• 

Sen's Capital Account ... ... ... ... Dr. 

Gupta's Capital Account ... ... ... ... „ 

Deshpande’s Current Account ... ... ... „ 

To Realisation Acoount 

(Being the loss on Realisation transferred to the partner*) 
accounts in their profit-sharing proportions.) 


2.760 

2.760 
1,380 

6,900 

Bank Account 

To Deshpande’s Current Acoount 
(Being the amount of his debit balance brought in 

... Dr. 

by him.) 

» 


6,380 

6,380 


BANK ACCOUNT 



Rs. 

• 

Rs. 

To Balance b'fd. 

1,200 

By Realisation Account— 


„ Realisation Acoount— 


Bank Overdraft 

10,000 

Sundry Assets ... 

78,500 

„ Realisation Account— 


„ Realisation Account— 


Sundry Creditors 

58,400 

Sundry Debtors 

17.000 

„ Realisation Account— 


„ Desbpande’a Current Acoount... 

6,380 

Dissolution Expenses 

1,200 



„ Sen's Loan 

5.006 



„ Gupta's Loan 

8,000 



„ Balance c/d. 

20,480 

Rs. 

1.03,080 

Rs. 

1,03,060 

To Balance b/fd. 

20,480 
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REALISATION ACCOUNT 




: Rs. 



I 

Rs. 

To Sundry Assets 


.11,06,200 

By Sundry Creditors 

• * 

58,400 

„ Sundry Debtors 

, , 

20.000 

„ Bank Overdraft 

• as 

10,000 

„ Bank—Overdraft 

, , 

. 10,000 

„ Bank—Sundry Assets 

... 

78,500 

„ „ —Skudry Creditors 

, , 

58,400 

„ Sen’s Capital Account— 


„ „ —Expenses 

.. 

1,200 

Goodwill 


25,000 




„ Bank—Sundry Debtors 

... 

17,000 




Loss on Realisation:— 

Rs. 




Sen’s Capital Acoount 2,760 




[ 

Gupta’s Capital 
Account 

Deshpande’s Current 

2,760 





Account 

13) 

6,900 

t 

Kb. 

1,95,800 

• 

Rs. 

1,95,800 


SEN’S CAPITAL ACCOUNT 





Rs. 



Rs. 

'J o Realisation Account— 



By Balance b/fd. 


30,000 

Goodwill 

■ ■ • 

25,000 


„ Realisation Account— 





2 /5tha loss 


2,760 




„ Balance o/d. , 

... 

2,240 





Rs. 

30,000 


Rs. 

30,000 




By Balance b/d. 

... 

2,240 

GUPTA’S CAPITAL ACCOUNT 





Rb. 



Rs. 

To Realisation Account— 



By Balanoe b/fd. 


21,000 

2/5 tha loss 

... 

2,760 


„ Balance o/d. 

... 

18,240 





Rs. 

21,000 


Rs. 

21,000 


i 


By Balance b/d. 

• ••! 

183 

DESHPANDE’S CURRENT ACCOUNT 





Rs. 


I 

j 

Rs. 

To Balance b/fd. 


5,000 

By Bank 

...j 

63 

„ Realisation Account— 

i 

i 

l/5tb loss 


13 


1 


i 

Rs. 

6,380 


Rs. j 

63 

_ 

FINAL BALANCE SHEET 

1 




Rs. 


Re. 

Sen's Capital Acoount 

2240 

Cash at Bank 

20,480 

Gupta's Capital Acoount 

18,240 



Rs. 

20,480 

Ra. 

20,480 
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CONVERSION OF A PARTNERSHIP INTO A LIMITED CO. 

In order to overcome the disadvantage of carrying on a business 
in partnership due to the unlimited liability for the whole of the debts 
of the firm to which every partner is open, it has become a practice 
for partnership concerns to convert themselves into Limited Companies. 

When a partnership business is so converted into a Limited Liabi¬ 
lity Company, the latter taking over the assets and the liabilities of the 
former, the entries in the books of the partnership will be made on just 
the same lines as in case of a dissolution of partnership, thus :— 

1. The accounts of all the assets taken over by the company will 
be closed by transfer to Realisation Account at book values. 

2. All the liabilities taken over by the company will be trans¬ 
ferred at book values to the Realisation Account? and their respective 
accounts will thus be closed. 

3. The Purchasing Company’s Account will be debited with the 
full purchase price, and the Realisation Account wifi be credited. 

4. The Expenses of conversion would in the ordinary way be 
debited to the Realisation Account, and credited to the Bank. 

5. If, however, the Purchasing Company has agreed to bear the 
whole of such expenses or a part thereof, the Purchasing Company’s 
Account will be debited with such amount, and the Bank Account will 
be credited. 

6. If there are any assets which are not transferred to the com¬ 
pany , but are taken over by any of the partners, the same would be 
debited to the particular partner’s Capital Account at the agreed 
value, the corresponding credit being given to those asset accounts. The 
balance, if any, now left on those asset accounts would be transferred 
to the Realisation Account. 

7. On receipt of the purchase consideration from the company, 
debit Bank Account with the cash received, and the Accounts of Shares 
or Debentures with the values of such Shares >r Debentures received, 
and credit the Purchasing Company’s Account. 

8. If there are any liabilities which are not taken over by the com¬ 
pany, these should be paid off by the firm, and the entry in this behalf 
will be to debit those Liability Accounts 'and credit Bank Account. 

9 The balance on the Realisation Account will represent Profit 
or Loss on realisation, which would be transferred to the Capital 
Accounts of the partners in the same proportions in which Profits or 
Losses are divisible. , 

10. The assets by way of Bank balance and the Shares or Deben¬ 
tures of the Purchasing Company will now be distributed amongst the 
partners in proportions to their respective Capitals, the latter Accounts 
being debited and the Accounts of the Assets distributed being credited. 

Example 70 

The following was the Balance Sheet of X, Y and Z on 31st March 1941, on 
which date they decided to dispose of their business to a limited Company:— 
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BALANCE SHEET 


Liabilities 

i 

Rs. 

Assets 

Its. 

Sundry Creditors 


19,000 

Cash at Bank 

1,000 

Bonk Overdraft 

... 

20,000 

Sundry Debtors 

18,000 

Capital Accounts:— 

Rs. 


Stock-in-Trade 

25,000 

X \ 

... 25,000 


Plant 

15,000 

Y 

Z 

... 20,000 
... 15.000 

60,000 

Land and Building 

40,000 


Rs. 

'■ 

99,000 

Rs. 

99,000 


The Company took over the entire business on the basis of the above Balance 
Sheet at an agreed purchase-consideration of Rs. 75,000!- payable half in cash, 
one-fourth by the issue' of fully-paid Debentures and the balance by the issue of 
fully-paid Preference Shares. 

Pass the necessary Journal Entries in the Books of the Firm and show the 
Ledger Accounts, assuming that the Assets and Liabilities have been duly trans¬ 
ferred to the Company and the purchase-consideration received from them. 

JOURNAL ENTRIES IN THE BOOKS OF THE FIRM 


L.F. 


Rs. 


Re. 


Realisation Account ... ... ... Dr. 1 

To Bank 

„ Sundry Debtors 
„ Htoek-in-Trado 
„ Plant 

* Land and Building 

(Being the transfer of Assets taken over by the Purchasing 
Company to Realisation Account as per Agreement 
dated.) 


Sundry Creditors Account ... ... ...Dr. 

Bank Overdraft Account ... ... 

To Realisation Account 

(Being the transfer of Liabilities taken over by the 
Purchasing Company to Realisation Aooount as per 
Agreement dated.) 


99,000 


1,000 

18,000 

25,000 

15,000 

40,000 


j 


j 

i 19,000 

| 20,000 


l 


39,000 


i 


Purchasing Company’s Aooount ... ... ...Dr. 

To Realisation Aooount 

(Being the Purchase Consideration of Assets and 
Liabilities taken over by the Purchasing Company as 
per Agreement dated.) 


Realisation Account ... ... ... D r . 

To X’s Capital Account 
„ Y’s Capital Account 
,, Z's Capital Account . 

(Being the transfer of Profit on Realisation to Partners' 
Capital Accounts.) 


Debentures Account ... ... tt< D r . 

Preference Shares Aocount 
Bank Aocount 

To Purchasing Company’s Account ” 

(Being the Purchase Consideration received half in cash, 
ono-fourth in fully paid Debentures and balance in 
fully paid Preference Shares.) 


75,000 


75,000 


| 

| 15,000 


i 

‘ 18,750 
i 18,750 
j 37,500 


5,000 

5,000 

5,000 


75,000 
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JOURNAL ENTRIES IN THE BOOKS OF THE FIRM—(Contd.) 


L.F. : 


Ra. 


X'a Capital Account ... ... ...Dr. 

Y’s Capital Aooount ... ... . 

Z's Capital Account ... ... ... „ 

To Debentures Account 

(Being the distribution of Debentures amongst the 
Partners in proportion to their respective Capitals.) 


7,500 
6,250 
i 5,000 


X’a Capital Account ... ... ...Dr. 

Y’s Capital Account ... ... ... „ 

Z’s Capital Account ... ... ... „ 

To Preference Shares Aooount 
Being the distribution of Preference Shares amongst the 
Partners in proportion to their respective Capitals.) 


X's Capital Account ... ... ...Dr. 

Y’s Capital Account ... ... ... „ 

Z’s Capital Acoount ... ... ... „ 

To Bank Account 

(Being the distribution of Cash amongst the Partners.) 


; 7.500 

: 6,250 

i 5,000 


, 15,000 
12,500 
, 10,000 


REALISATION ACCOUNT 


Rs. 


18,750 


18,750 


37,500 



Rs. 


Rs. 

To Bank 

1,000 

By Sundry Creditors , 

19,000 

„ Sundry Debtors 

18,000 

„ Bank Overdraft 

20,000 

„ Stook-in •Trade 

25,000 

„ Purchasing Co.’s Aooount 

75,000 

„ Plant 

15.000 



„ Land and Building 

40,000 



„ Capital Accounts—transfer 




of Net ProfitRs. 




X ... 5,000 



• 

Y ... 5,000 




Z ... 5,000 





15,000 



Rs. 

1,14,000 

Rs. 

1,14,000 


PURCHASING COMPANY’S ACLOUNT 



Rs. 


Rs. 

To Realisation Aooount 

75,000 

By Bank 

37,500 



„ Debentures* 

18,750 



„ Preference Shares 

18,750 

Rs. 

75,000 

Rs. 

75,000 


DEBENTURES ACCOUNT 



1 

; Rs - 



Rs. 

To Purchasing Co. 

... 18,750 

J 

j 

i 

1 

By Capital Accounts:— 

X 

Y 

Z 

Rs. 

7,500 

6,250 

5,000 

i 

18,750 


l 

j ... 




Rs. ; 18,750 


Rs. 

18,750 

















228 


DOUBLE-ENTRY BOOK-KEEPING 


PREFERENCE SHARES ACCOUNT 



Rs. 



Rs. 

To Purchasing Co. 

.J 18,750 

By Capital Accounts:— 

Rs. 



i 

X 

... 7,500 


\ 

! 

Y 

... 6,250 




Z 

... 5,000 

18,750 


Rs. ■ 18,750 


Rs. 

18,750 


BANK ACCOUNT 


I „ 

I Rs. Rs, 

To Purchasing Co. .. J 37,500 By Capital Accounts:— Rs. 

X ... 15,000 

Y ... 12,500 

Z ... 10,000 

- 37,500 

37,500 R». 37,500 

X’s CAPITAL ACCOUNT 


j Rs. j | Rs. 

To Debentures 
„ Preference Shares 
., Bonk 

Rs. 


Y’s CAPITAL ACCOUNT 


7,500 j By Balanoo b/fd. ... 25,000 

7,500 I „ Realisation Account— 

15,000 j Transfer of §rd Profit ...! 5,000 





Rs. 

1 

1 ' TJ "" 

t Rs. 

To Debentures 

..J 6,250 

By Balnnce b/fd. 

20,000 

„ Preference Shares 

...I 6,250 

„ Realisation Account— 


„ Bank 

12,500 

Transfer of Ird Profit 

5,000 


Re. | 25,000 

Rs. 

25,000 


Z s CAPITAL ACCOUNT 




1 

Rs. 

1 

Rs. 

To Debentures 

...J 5,000 

By Balance b/fd. 

15,000 

• „ Preference Shares 

... 5,000 

„ Realisation Acoount— 


„ Bank 

...j 10,000 

Transfer of Jrd Profit 

5.000 


Rs. | 20,000 

Rs. 

20,000 


GARNER v. MURRAY DECISION 

It happens sometimes that after adjusting the loss on realisation, 
the Capital Account of one of the partners shows a debit balance, which 
means that such a partner is indebted to the firm and he has to bring 
in the amount owing by him. When he does so, the entry would be 
to debit Bank and credit his Capital Account, thus closing the latter 
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account. Hie bank balance now available would be distributed 
amongst the other partners as per their respective credit balances. 

Where, however, the partner with a debit balance on his Capital 
Account is insolvent, the loss thus occasioned to the other solvent 
partners, owing to the Capital deficiency of the insolvent partner, will 
have to be adjusted in accordance with the decision in the Gamer v. 
Murray case. Before this decision, such a loss was borne by the other 
partners in the same proportions in which they had shared profits and 
losses. fc 

In this case, it was ruled that, in the absence of any agreement to 
the contrary, the deficiency on the Insolvent Partner’s Capital Account 
must be borne by the other solvent partners in proportion to their 
capitals, after each solvent partner has brought in cash to the extent 
of his own share of loss on realisation. 

• 

In other words, it was held in Gamer v. Murray that, in the 
absence of any agreement between the partners, when the capital 
account of an insolvent partner is in debit, the solvent partners must 
first contribute cash to the extent of their respective share of loss on 
realisation, and the balance of cash remaining after paying off the firm’s 
creditors is to be divided amongst the solvent partners in proportion to 
their capitals. The effect of this decision is to distinguish between a 
loss arising from trading and one arising from a partner failing to make 
good the debit balance on his capital account. Thus, whereas any loss 
on trading or even a loss arising from realisation of assets must be borne 
by all the partners (including the defaulting partner) in the propor¬ 
tions in which the partners share profits or losses, the loss caused by 
the deficiency of an insolvent partner must be borne by the remaining 
partners in proportion to their capitals. 

■ 

It needs to be pointed out, however, that the above ruling in 
Gamer v. Murray is subject to any agreement to the contrary that may 
exist amongst the partners in this connection. Thus, if the partners have 
agreed that all losses or gains including losses arising from the Capital 
Deficiency of a partner shall be shared by the partners in particular 
proportions, then such an agreement will lin'd good and the solvent 
partners will then bear the insolvent partner’s deficiency in those agreed 
proportions. 

Example 71 


A, B and C are three partners who divide profits equally. C is insolvent. On 
the di solution of the partnership, the Balance Sheet stands thus: — 


Liabilities 

Rs. 

• 

Assets 

Rs. 

A’s Capital 

2,000 

Cash 

1,500 

B’s „ .J 

500 

C’s Capital Account 

400 



Loss on Realisation 

€00 

Rs. : 

1 

2,500 

Rs. 

2,500 


After the adjustment of the Loss on Realisation, and after the solvent partners 
have brought their respective share of such lass in cash, the Ledger Accounts will 
show as follows:— 
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CASH AT BANK 



Rs. 

1 

1 

I 

Rs. 

To Balance 

... 1,500 



,, A’s Capital Account— 

i 


Realisation Loss 

200 



„ f i s Capital Account— 




Realisation Loss 

200 




A’s CAPITAL ACCOUNT 



Rs. 


Rs. 

To Realisation Account— 

| 

By Balance b,fd. 

2,000 

Jrd Lons 

200 

„ Bank 

200 


B’s CAPITA] 

L ACCOUNT 



Rs. 


| Rs. 

To Itealisution Account— 


By Balance b/fd. 

! 500 

’,rd Lobs 

200 

„ ltank 

! 200 


C’s CAPITAL ACCOUNT 



1 

Rh. 

i 

i Rs. 

To Bulanco b/fd. 

■100 



„ Realisation Account— 




! ;rd Loss 

200 



The Balance Sheet will then appear 

as under:— 


Liabilities 

I Rs. 

Assets 

Rs. 

A's Capital 

... 2,000 

Cash at Bank 

1,900 

R'k Capital 

...j 500 

C’s Deficiency 

600 


Rs. t 2,500 

Rs. 

2,500 


Following the decision in Gamer v. Murray, A will receive Rs. 1,520 and B 
Rs. 380 in respect of their Capitals, the loss from C's Deficiency being borne by 
them in the ratio of 4 to 1. 

Under the practice before this decision, A would have received Rs. 1,700 and 
B Rs. 200 in respect of their Capitals, the loss from C's Deficiency being borne by 
them as they had shared profits and lasses, i.e. equally. 


Example 72 

P. Q and R share profits in 1/2, 1/6 and 1/3. They decided xo dissolve the 
partnership on 31st December 194 1 when their Balance Sheet showed as under: — 


BALANCE SHEET 


Liabilities 

Rs. 

• Assets 


Ils. 

< ’roditors 

P's Capitol Account 

O's Capital Account 

R's Capital Account 
Reserve 

... 40,000 
... 30,000 
... 15,000 
... 3,000 

...! 6,000 

Cash at Bank 

Sundry Assets 

Goodwill 


4,000 

80,000 

10,000 


Rs. ; 94,000 


Rs. 

94,000 
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Sundry Assets realised Rs. 50,000 and Goodwill Rs. 4,000. You are required 
to show the final adjustment among the partners assuming that R is insolvent and 
is unable to bring in anything, firstly, where the Capitals are fixed and secondly, 
where the Capitals are fluctuating quantities. 

WHERE THE CAPITALS ARE FIXED 


REALISATION ACCOUNT 



, Rs. 



Rs. 

To Sundry Assets—Transfer 

... 80,000 

By Creditors—Transfer 


40,000 

„ Goodwill Account— 


„ Bank—Sundry Assets 


50,000 

Transfer 

„ Hank--Creditors 

J 10,000 
.. 40,000 

„ Bank—Goodwill * 

„ Loss on Realisation:— 

... 

4,000 


P’s Current 

Account—4 ... 

Q’s Current • 

Account—1/61 h ... 
It’s Current 

Account—Jrd 

• 

Rs. 

18,000 

G,000 

12,000 

36,000 

R*. 

1,30,000 


Us. 

13,000 


BANK ACCOUNT 


Tn balance b/fd. 

„ Realisation Account— 
Sundry Assets 
„ Realisation Account— 
Rood will 

„ P’s Current Account 
„ QV Current Account 


To Balance b/d. 


To Realisation Account— 
A Loss 

„ l* ? Capital Account — 
Transfer 



P’s CURRENT ACCOUNT 


Rs. 


. '1 

Rs. 

. 18,000 

By Reserve—A Share 
„ Bank 

... 3,000 

18,000 

, 3,000 


i 

21,000 


Rs. i 21,000 



i - --—a 


Q’s CURRENT ACCOUNT 



Rs. 


i Rs. 

To Realisation Account- -- 


By Reserve—l/ 6 th Share 

i,ooo 

l/ 6 th Loss 

6,000 

„ Bank 

...: 6,ooo 

i 

i 

i 

„ Q's Capital Account— 

Transfer 

1,000 


Rs. 

1 

7,000 


Rs. | 7,000 
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R’s CURRENT ACCOUNT 


' Rs - 


Rs. 

To Realisation Account— 

By Reserve—ird Share 

2,000 

Jrd Loss ... 12,000 

„ R’s Capital Account— 


i 

i 

Transfer 

10,000 

Rs. : 12,000 

Rs. 

12,000 


Fs CAPITAL ACCOUNT 

A 


* 

1 

1 ! 

y 


Rs. 

a.'p. 

To R’s Capital Deficiency ... 

I 4.666 

10 ! 8 

By Balance b/fd. 

30.000 

0 

0 

„ Balance o/d. 

j 28,333 

5| 4 

„ P’s Current Account 

3,000 

0 

1° 

Rs. | 

33,000 

ojo 

Rs. 

33,000 

0 

jo 


I 

M 

By Bslanoe b/d. 

28,333 

lT' 

4 


Q’s CAPITAL ACCOUNT 



Rs. a. 

i 

P. 


Rs. 

a. p. 

To R’s Capital Deficiency ... 

2.333 ' 5 

4 

By Balance b/fd. 

15,000 

0 !0 

„ Balance c/d. 

13,666 10 

8 

„ Q’s Current'Account 

1,000 

oo; 

Rs. 

16,000 ; ojo 

Rs. 

16.000 

'ojo 


i i 

By Balance b/d. 

. 

13,666 

108 


R’s CAPITAL ACCOUNT 


I !- 

Rs. ;a. 

P. 


1 

Rs. 'a.p. 

To R’s Current Account— 


By Balance b/fd. 

3.000 i 0 0 

Transfer ... : 10,000 jO 

0 

„ P’s Capital Aocount 

4.666 10 8 

J 


„ Q’s Capital Account 

2.333 i 5! 4 

i i 

Rs. i 10,000 j0 

1 ! o 

Rs. 

10,000 j oj 0 


FINAL BALANCE SHEET 


Liabilities 

Rs. 

a.! 

P 

Assets 

Rs. 

a.p. 

* 

P’s Capital Account 

28,333 

5 

4 

Cash at Bank 

42,000 

0 0 

Q’a Capital Acoount 

13,666 

10 

8 

1 



Its. 

42,000 j 

j_ojo 

Rs. 

42,000 

ojo 


Notes:— , 

* 

(a) As the Capitals are fixed, the undistributed profits Shown in the Balance 
Sheet under the heading of Reserve must first be credited to the Partners’ 
Current Accounts. 

(b) The loss on Realisation Account pertaining to each partner should also be 
transferred to his Current Account. 

(c) Each Solvent partner would then be assumed to have brought in his 
respective share of loss on Realisation which would be debited to Bank 
and credited to his Current Account. 

(d) The Insolvent Partner’s Current Account balance should then be trans¬ 
ferred to his Capital Account in order to .ascertain his deficiency. 
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(e) The Capital Deficiency of the Insolvent Partner should then be transferred 
to the Capital Accounts of the solvent partners in proportion to their res¬ 
pective Capitals. The entry for this would be to the debit of each solvent 
Partner’s Capital Account and to the credit of the Insolvent Partner's 
Capital Account. This will serve to close the latter account. 

(/) The solvent Partners’ Current Accounts should now be closed by transfer 
to their respective Capital' Accounts. 

(g) The Bank Balance now left would be distributed between the solvent 
partners as per the final credit balances shown by their respective Capital 
Accounts. 

(h) Where the Capitals are Fixed, the most important point to be noted is 
that the Capital Deficiency of the Insolvent Partner should be borne by the 
solvent partners in proportion to their Capitals as they stood at tfie date 
of the last Balance Sheet. 

(i) Where the Capitals are Fluctuating Quantities, it should first be seen 
whether there are any items in the given Balance Sheet at the date of 
dissolution which would call for adjustment in the ordinary course. Thus, 
if there is a balance on Reserve Account (which would repreisent undistri¬ 
buted profits), or a credit or debit balance oif Profit and Loss Aocount 
standing unadjusted on the Balance Sheet, such balance should first be 
adjusted on the Capital Accounts of all the partners in their profit-sharing 
proportions so as to ascertain the actual capitals that existed at the date 
the partners determined upon dissolution, for it would be in these propor¬ 
tions that the solvent partners would bear the insolvent partner’s capital 
deficiency. 

(j) On the Realisation Account would be shown only the items of profits or 
losses arising from such dissolution, as each solvent partner is required to 
bring in cash to the extent of his respective share of loss arising from 
realisation. 


WHERE THE CAPITALS ARE FLUCTUATING* 



P’s CAPITAL ACCOUNT 





, ( 

Rs. ’a. 

P- 


Rs. 

: i 

a. 

p. 

To Realisation Account— 

1 


By Balance b/fd. 

30,000 

0 

0 

| Loss 

j 18,000 ; 0 

0 

„ Reserve— £ Share 

3,000 

0 

0 

„ It's Deficiency 
„ Bank 

4.714 4j 
28,285 11J 

7 

5 

„ Bank 

16,000 

0 

0 

Rs. | 

51,000 | 0 

0 

Rs. 

51,000 

0 

® 11 


Q’s CAPITAL ACCOUNT 



Rs. 

.a. ip. 


Rs. 

a. 

p. 

To Realisation Aocount— 




By Balanoe b/fd. 

15,000 

0 

0 

l/6th Loss 

6,000 

0 

0 

„ Reserve—l/6th Share ... 

1,000 

0 

0 

„ R’s Deficiency 

2,285 

11 

5 

„ Bank 

6,000 

0 

0 

„ Bank 

13,714 

4 

7 





Rs. 

22,000 

0 

0 

Rs. 

22,000 

0 

0 


R’s CAPITAL ACCOUNT 


* • -- ’ 

Rs. 

a. 

p. 


Rs. 

a. 

p. 

To Realisation Account— 




By Balance b/fd. 

3,000 

I a 

0 

&rd Loss 

12,000 

0 

0 

„ Reserve—Jrd Share 
„ P’s Capital— 

KSgl 

t 

0 





33/49ths Share 

■ 

4 

7 





„ Q’s Capital— 

1 2 







16/49ths Share 

11 

5 

Re. 

12,000 

1 

i 

Re. 

12,000 

1 

1 
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Notes:— 

(a) In this case, as the Capitals are fluctuating, the undistributed profits must 
first be credited to the Partners’ Capital Accounts in their profit-sharing 
proportions in order to ascertain the exact capital of each partner at the 
date they decided to dissolve. It will then be in the proportion of these 
adjusted Capitals that the solvent partners will bear the insolvent partner’s 
deficiency. Thus, the Capitals of P and Q for the purpose of sharing R’s 
deficiency will be Rs. 33,0001- and Rs. 16,0001- respectively, and not 
Rs. 30,000 and Rs. 15,000. 

(b) P will receive Rs. 28,285-11-5 and Q Rs. 13,714-4-7 in this case, as com¬ 
pared to P getting Rs. 28,333-5-4 and Q Rs. 13,666-10-8 in the previous 
•case. 

Example 73 

The Balance Sheet of D, E, F and G showed the following on the date of 
dissolution: — 


BALANCE SHEET 


Liabilities 


i 

Rs. 

Assets 

Rs. 

Creditors 


, 37,000 

Cash at Bank 

5,000 

Capital Accounts: — 

Its. 

Sundry Assets 

45,000 

D 

.. 20,000 


E'b Capital Account 

12,000 

a 

.. 10,000 

1 

! 30,000 

F's Capital Account 

5,000 


Rs. 

! 67,000 

1 r 

Rs. 

67,000 


The Sundry Assets realised Rs. 55,000 and Goodwill, Rs. 10,000. The Expenses 
of Realisation amounted to Rs. 2,000. Show the final working of the partners’ 
■ accounts assuming that E is insolvent and nothing is received from his Estate. 


BANK ACCOUNT 



Rs. 


Rs. 

To Balance b/d. 

„ Realisation Account— 

... 5,000 

By Realisation Account— 


Creditors 

37,000 

Sundry Assets 

... 55,000 

„ Realisation Account— 

„ Realisation Account— 

Expenses 

2,000 

Goodwill 

„ F’s Capital Account 

... 10,000 
500 

„ Balance c/d. 

31,500 

To Balance b/d. 

Rs. 70,500 

... 31,500 

Rs. 

70,500 


REALISATION ACCOUNT 




• Rs. 


Rs. 

To Sundry Assets 

.... 45,000 

By Sundry Creditors 

37,000 

„ Bank—Creditors 

... 37,000 

„ Rank—Sundry Assets 

...! 55,000 

„ Bank—Expenses 

... 2,000 

„ Bank—Goodwill 

... 10,000 

„ Gain on Realisation— 

D’s Capital Account ... 
E’s Capital Account ... 
F’s Capital Account ... 
G’s Capital Aocount ... 

Rs. ' 

4,500 

4,500 | 

4,500 ! 

4,500 

- 1 18,000 

1 

Rs. 1,02,000 


1 

1 

; 

« 

! 

1 - 

Rs. ;1,02,QOO 
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D’s CAPITAL ACCOUNT 
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BALANCE SHEET 


Liabilities 


Rs. 

Aeeete 


' Rs. 

Sundry Creditors 


5,000 

Cash at Bank 


4.000 

Capital Accounts:— 

Rs. 

Sundry Assets 

... 

30,000 

X 

24,000 


Z’s Capital Aooount 

... 

7,000 

Y 

12,000 

1 

36,000 





Rs. 

41,000 


Ks. 

41.000 


Sundry Assets realised Rs. 24,000 and the Goodwill of the firm was sold for 
Rs. 13,000. The Expenses of Realisation amounted to Rs. 1,000. Show the working 
of the partners’ accounts assuming that Z is insolvent and Rs. 500 have been 
received from his Estate as Final Dividend. 


CASH AT BANK 


By Realisation Account— 
Expenses 

„ Realisation Account— 
Creditors 

„ X’s Capital Account 
„ Y's Capital Account 

Rs. 


REALISATION ACCOUNT 


l 

| 

Rs. 


R 8 . 

| 

s 

To Sundry Assets- - j 


By Sundry Creditors — 


transferred ...! 

30.000 

transferred 

5,000 

„ Bank—Expenses 

1,000 

„ Bank—Sundry Assets 

24,000 

„ Batik—Creditors 

5,000 

„ Bank—Goodwill 

13,000 

„ Profit on Realisation:— 




Rs. 




X ... 2,000 




Y ... 2,000 




Z ... 2,000 





6,000 



Ra. 

1 

42,000 

Rs. 

42,000 


"X’s CAPITAL ACCOUNT 


Rs. 


1,000 

5.000 

23,000 

12.500 

41.500 


Rs. 

To Balance b/fd. ... 4,000 

„ Realisation Aooount— 

Sundry Assets .. J 24,000 

„ Realisation Account— 

Goodwill ... 13,000 

„ Z’s Capital Aooount ... 500 

Rs. 41,500 


I Rs. 

i 

To Z’s Deficiency— 

transferred ...i 3,000 

„ Bank ...j 23,000 

Rs. 


Rs. 

By Balance b/fd. ... 24,000 

„ Realisation Account— 

Jrd Profit ... 2,000 

Rs. 26,000 

.» 


26,000 
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Vs CAPITAL ACCOUNT 



Ra 


Ra 

To Z’a Deficiency— 


By Balance b/fd. 

12,000 

transferred ... 

1,500 

„ Realisation Account— 


„ Bank 

12,500 

Jtd Profit 

2,000 

Rs. 

14,000 

Ra. 

14,000 

Z’s CAPITA! 

- ACCOUNT 



| Ra 

' 

Rs. 

To Balan >: b/fd. 

1 7,000 

To Realisation Account— 




Jrd Profit 

2,000 



„ Bank * 

500 



„ X’s Capital Account— 

§rds Deficiency 

3,000 


| 

„ Y’s Capital Aooount— 



i 

§rd Deficiency 

1,500 

Rs. 

| 7,000 

Ra 

7,000 


Example 75 

The Balance Sheet of L, M & R showed as under on the date the partners 
determined to dissolve:— 

BALANCE SHEET 


Liabilities 

1 

Rs. 

! 

Assets 

Ra 

Sundry Creditors 

• ••1 

40,000 

Cash at Bank 

3,000 

L’a Current Account 


, 3,000 

Sundry Debtors 

!• 40,000 

L’s Loon Account 

...i 

! 12,000 

Plant and Machinery 

60,000 

Capital Aooounta:— 

Rs. 


Current Accounts:— Ra. 


L 

... 40,000 ! 

! 

M ... 10,000 


M 

... 15,000 


R ... 8,000 


R 

... 15,000 



18,000 



70,000 

Goodwill 

4,000 


Rs. 

1,25,000 

Ra 

1,25,000 


Sundry Debtors and Plant realised 25 per cent less than the book valued and 
Goodwill realised nothing. Hie cost of realisation amounted to Rs. 1,0001-. Show 
tiie final adjustment among the partners. M ju> insolvent and Rs. 600|- have been 
obtained from his estate. * 


BANK ACCOUNT 



Ra 

j 

• j 

Rs. 

To Balance b/fd. 

3,000 

By Realisation Account-* I 


„ Realisation Account;— Rs. 


Creditors 

40000 

Debtors ... 30,000 


„ Realisation Account— 


Plant ... 45,000 


Expenses 

1,000 


75,000 

„ L’s Loan 

12,000 

„ M’e Capital Aooount 

600 

„ Balance o/d. 

45,600 

,, L’s Current Aooount 

10,000 



„ R’s Current Aooount 

10,000 



Rs. 

98,600 

Rs. 

98,600 

To Balance b/fd. 

45,600 
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REALISATION ACCOUNT 


m 


Rs. 



1 

Rs. 

To Sundry Debtors 

• • ■ 

t 40,000 

By Sundry Creditors 


40,000 

„ Plant and Machinery 


60,000 

„ Bank—Debtors 


30,000 

„ Goodwill 

...! 4,000 

„ Bank—Plant 


45,000 

„ Bank—Creditors 

• ■ • 

1 40,000 

„ Loss on Realisation 

Rs. 


„ Bank — Expenses 

• • • 

i i,ooo 

L’s Current 






Aooount 

10,000 





M’s Current 

• 




i 

Aooount 

10,000 





R’s Current 






Aooount 

10,000 





- 


30,000 


Rs. 

1,45,000 


Rs. 

1,45,000 


L’s C 

CURRENT ACCOUNT 





Rs. 

! 


Rs. 

To Realisation Aooount — 



By Balanoe b/fd. 


3,000 

}rd Loss 

a • *i 

10,000 

„ Bank 


10,000 

„ L’s Capital Aooount — 

i 



1 


transfer 

• ••! 

1. 

3,000 




t 

Rs. ! 

1 

13,000 


Rs. 

13,000 


M’s CURRENT ACCOUNT 


« Ra. 

1 


Ra. 

To Balance b/fd. ...! 10,000 

By M’s Capital Aooount— 


„ Realisation Account— 

transfer 

20,000 

$rd Loss 10,000 


1 

Rs. 20,000 

Re. 

I 

20,000 

R’s CURREN 

i 

T ACCOUNT 


j Rs. 


Rs. 

To Balanoe b/fd. 8,000 

By Bank 

10,000 

„ Realisation Aooount— 

„ R’s Capital Account— 


§rd Loss ... 10,000 

i 

transfer 

8,000 

Rs. 18,000 

Ra 

1 

18,000 

L’s CAPITAL ACCOUNT 

1 

Rs. 

1 

Ra. 

To M’s Defioienoy— 

By Balance b/fd. .. J 

40,000 

8/llths Share ... 3,200 

„ L’s Current Account— 


H Balanoeo/d. ... 39,800 

transfer ...| 

3,000 

Rs. 43,000 

Re. i 

t. 

43,000 


By Balanoe b/d. .J 

39,800 
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M’s CAPITAL ACCOUNT 



j 

Rs. 



Rs. 

To M’i Current Account— 



By Balance b/fd. 


15,000 

transfer 

1 

20,000 

„ Bank 


300 


1 


„ L’s Capital Account— 
8/lltha Share 

• as 

3,200 




„ R’s Capital Aooount— 



f 


3/llths Share 

• ■ ■ 

1,200 


Rs. 

i 20,000 
— 


Rs. 

20,000 
--* 


R’s CAPITAL ACCOUNT 





j Rs. 



Rs. 

To M’s Deficiency Account— 


! 

By Balance b/fd. 

• s • 

15,000 

3/lithe Share 

... 

1,200 


„ R’b Current Account— 






transfer 

,,, 

8,000 




„ Balance c/d. . 

... 

5,800 

• 




Re. 

15,000 


Rs. 

15,000 




By Balance b/d. 

... 

5,800 


FINAL BALANCE SHEET 




i 

Liabilities 

Rs. 

• 

Assets 

Ra. 

L's Capital 

39,800 

Cash at Bank 

45,600 

R’e „ ...j 

5,800 



Rs. 

45,600 

Ra. 

.45,600 


SUMMARY 

1. The Accounts of a Partnership Business do not differ from those 
of a sole trader, so far as the record of ordinary business transactions 
is concerned. 

2. There would, of course, be separate Capital and Drawing 
Accounts for each partner. 

3. Partners must decide by agreement what capital each should 
bring in, what amount each of them Should be allowed to withdraw, 
whether capital and drawings should bear any interest, how they 
would share profits or losses, and whether any partner would be entitled 
to any salary. 

4. Where there is no agreement to the contrary, all partners are 

entitled to share profits or losses equally. * 

5. No partner can claim any interest on capital unless it is so 
agreed. 

6. In the absence of any agreement, no partner can claim any salary 
from the firm. 

7. The Drawing Account of each partner should be used for record¬ 
ing his drawings only, and the debit balance of this Account should be 
transferred to his Capital Account at the end of each financial period. 
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8. The Capital Account of each partner would show, on the credit, 
the balance of Capital at the commencement of each trading period, 
and the total drawings, on the debit, as transferred from the Drawing 
Account at the end of the period. The other adjustments in respect of 
salary due to a partner (if any), interest on capital and drawings (if 
any), and the share of profit or loss would also be made on the Capital 
Account at the end of the financial period. 

9. The Capital Account of each partner would thus serve to indicate 
at a glance what his capital was at the commencement of each period, 
what other adjustments are made in respect of drawings, share of profit 
or loss, interest on capital, etc., and how the closing balance on Capital 
Account is brought about. 

10. Where a new partner is admitted into an established firm, the 
amount of compensation that he is called upon to pay to the old pro¬ 
prietors for the right tb share in future profits is called Goodwill. 

11. The peculiarities of Goodwill are—(1) that it is always an 
unrecorded asset, (2) that it exists only in such businesses as have been 
yielding super-profits in the past and as have equal chances of returning 
equally handsome profits in the future, (3) that it fluctuates in value 
according to the profits made by the concern from time to time, and 
(4) that it is non-visible. 

12. The Goodwill amount brought in by the incoming partner is 
shared by the old proprietors in the same proportions in which profits 
are divisible. 1 

13. Where the incoming partner does not bring his share of Good¬ 
will in cash, a Goodwill Account has to be opened in the firm’s books 
at its full value, the corresponding credit being given to each of the 
old partners in his profit-sharing proportion. 

14. In case of a partner retiring or dying, it becomes necessary to 
value the Goodwill of the firm so that the retiring or the deceased part¬ 
ner’s Capital Account may be given its proportionate share of credit in 
respect of Goodwill. 

15. The Goodwill Account, in the above case, will only be debited 
with such an amount as is necessary to credit the outgoing partner 
with, and will then be immediately written back to the Capital Accounts 
of the continuing or surviving partners in their profit-sharing pro¬ 
portions. 

16. In case of adipission of a new partner or a partner retiring, 
where there is any re-valuation of the assets agreed upon, the necessary 
adjustments must be made through a special account styled “ Profit 
and Loss Adjustment Account 

r 

17. The special account to be opened with a view to ascertain the 
resultant profit or loss on dissolution of a partnership is styled “Reali¬ 
sation Account”. 

18. In dissolution exercises, all assets except cash and bank bal¬ 
ances should first be transferred to the debit of Realisation Account 
at their book values. The liabilities should then be transferred to the 
credit of Realisation Account. The amounts realised on sale of assets 
should be credited to Realisation Account, and the amounts paid out in 
satisfaction of the liabilities should be debited to Realisation Account. 
The expenses of Realisation should be debited to Realisation Account. 
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The profit or loas now shown on Realisation Account should be trans¬ 
ferred to the Capital Accounts of the partners in their profit-sharing 
proportions. 

19. As a result of the decision in Cramer v. Murray, the loss arising 
from the insolvency of a partner, should be home by the solvent part¬ 
ners in proportion to their respective capitals, and not in their profit- 
sharing proportions. 

20. Before adjusting such loss, each solvent partner must bring 
in ca sh his respective share of loss on realisation. 

21. If any partner takes over any asset on dissolution, his Capital 
Account should be debited with the agreed value of such asset and 
the Realisation Account must be credited with the same. 

22. When a partnership is taken over by a limited Company, the 
entries to close the partnership books will be made in the same manner 

. as in case of a dissolution. Hie Purchasing Company’s Account will 
be debited with the full purchase price and the Realisation Account 
will be credited. , 

23. The Purchasing Company’s Account will be closed on its being 
credited with the purchase consideration on receipt. 

QUESTIONS ON CHAPTER XIII 

1. What rules govern the payment of interest on capital, and the 

payment of salaries to partners ? . 

2. What is a Drawing Account, and how is this Account closed 
at the end of each financial period ? 

3. What information is conveyed by the Capital Account of a 
partner ? 

m 

4. How are profits or losses shared in a partnership firm ? 

5. In what proportions should partners contribute capital ? 

6. Under what circumstances would you know the Drawing 
Account of a partner as his Current Account ? 

7. What is the position of a partner in regard to interest on sums 
advanced by him beyond the amount of capital he has agreed to con¬ 
tribute ? 

8. What entry would you pass in respect of interest on capital due 
to and interest on Drawings chargeable to a partner ? 

9. How would you adjust salary due to a partner ? 

10. What do you understand by Goodwill ? 

1L Explain how the Goodwill amount brought in by an incoming 
partner is adjusted. * 

12. How should Goodwill be adjusted when the incocding partner 
does not bring in his share .of Goodwill in cash ? 

13. Explain the circumstances under which it becomes necessary 
to open a Profit and Loss Adjustment Account, and how this Account 
is closed. 

14. How is Goodwill adjusted in case of a retiring or a deceased 
partner ? 

15. In case of dissolution of a partnership firm, mention the order 
in which the proceeds from the sale of assets have to he utilised. 

BJE.-16 
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16. Give the Book-keeping entries necessary to be passed in case 
of dissolution of a firm. 

17. What is a Realisation Account, and what are the usual items 
that appear on the debit and credit sides of this Account ? 

18. How should the Realisation Account be closed ? 

19. What is file rule in Gamer v. Murray ? 

20. Does this rule hold good even if the Partnership Deed has pro¬ 
vided for the manner in which an insolvent partner’s deficiency should 
be borne by the solvent partners ? 

21. What entries are usually passed when a partnership concern is 
taken over by a Limited Company ? 

Y/fiXERCISE l 

From the following frial Balance of J. Jeejibhoy and K. Kikabhoy, sharing 

P rofits and losses in the proportions of 3/5ths and 2/5ths, prepare Trading and 
Tofit and Loss Account and Balance Sheet as at 31st December 1941. Give also 
Adjusting and Closing^ Entries. 

TRIAL BALANCE 

Rs. Rs. 

. 35,000 

. 30,000 

.9,000 

.8,80ft 

. 45,000 

.15,000 

.11,000 

. 30,000 

. 350 

.10,000 

. 50,000 

.16,000 

.12,000 

. 350 

.1,200 

. 400 

. ■ 1,000 

:penses 850 

.5,500 

. 200 

. 600 

. 250 

. 39,000 

. 12,000 

. .. 14,000 

. 10,000 

. 1,03,500 


Rs. 2&J50Q 2,30,500 


Allow interest on partners’ Capitals at 5 per cent. ' Interest on Drawings: — 
J. Jeejibhoy—Rs. 2751- and K. Kikabhoy—Rs. 1901-. Depreciate Plant and Machi¬ 
nery by 10 per cent. Fixtures and Fittings by 5 per cent, and provide for Bad and 
Doubtful Debts at 5 per cent on Sundry Debtors. Outstanding liabilities were in 
respect of Wages RsySOO!-, Salaries Rs.vl75j- and Rent RsY200|-. Insurance was 
prepaid to the extent of Rs/75t-. Stock was valued at die above date at Rs. 50,000. 

EXERCISE 2 

Messrs. Shroff and Dalai are partners on the following terms:—(1)*- To receive 
5 per cent interest upon their respective partnership Capitals; (2>-Shroff to receive 
-Rs. 150 per month as Salary; (3) Interest to bechaxgsd at 5 per cent on their 
respective Drawings; (4) Depreciation at 10 per'cent to he wri tten off Furniture 


J. Jeejibhoy’s Capital 

K. Kikabhoy’s Capital 
J. Jeejibhoy’s Drawings 

■q K. Kikabhoy’s Drawings 
u Sundry Debtors 
> Plant and Machinery 
Fixtures and Fittings 
'Stock, 1st January 1941 
Cash in hand 
( V a Cash at Bank 

Purchases 
S Wages 
C* • Salaries 
V 1 Insurance 

Returns from Customers 
-Carriage Inwards 
.Returns to Creditors 
'Commission and Travelling 
'Rent, Rates and Taxes 
•Discount 
-Trade Expenses 
"Bad Debts 
Sundry Creditors ' 

Bills Payable 
Bills Receivable 
Loan Account . .* 
'Sales 
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and Fixtures; (5) Provision at 5 per cent lor Doubtful Debts to be reserved on 
Sundry Debtors; (6) The net profit or loss to be shared thua~£hl«ff.2/JMs and 
Dalai l/Srd. On 30th June 1841, the following was the Trial :— 


/ Shroffs Capital * .. 
^Dalai’s Capital v .. 
s Shroff's Drawings 
Dalai's Drawings 
y Purchases 
Investments 
v-Interest on above 
^Sundry Debtors 
K Legal Ex p ens e s 
x Stock, 1st July 1840 
yAccountancy charges 
//Cash 
T Bank 

^Furniture and Fixtures 
^ Sundry Creditors 
OxBills Receivable 
^ Bills Payable 
^Salaries 
. Office Expenses 
' V Discount 
J/Rent, Rates, etc. 

>6ales 

> Returns Inwards 
Returns Outwards 
^ Carriage Inwards 
^Commission 


Rs. 


im 

9,000 

82,000 

20,000 

55,000 

M00 

40,00ft 

1,000 

150 

10,000 

5,000 

20,000 

8,000 

1,700 

1,250 

2,300 

.1,300 


Rs. 

50,000 

40,000 


1,000 


K V’ 


35,000 

17,000 

1,25,000 


* 1,800 

1300 


1,000 


Rs. 2,68,000 2,69,000 


Rs. 300‘ are outstanding for Salaries and Rs. 100 for Legal Expenses, i nterest e l 
in Shroff’s Drawing amounted to Rs. 150 and on Dalai’s Drawings Rs. 175^ Closing 
tock at the end of the period was Rs. 65,000. 

Prepare Trading and Profit and Loss Account and Balance Sheet, and pass the 
necessary. Adjusting and Closing Entries. . 

EXERCISE 3 

C. Wadia and D. Mis try are partners sharing profits and losses equally and 
have agreed that 5 per cent interest shall be credited to their Capital Accounts. 
Plant and Machinery is to be depreciated by 10 per cent and Rs. 500 to be written 
off Freehold Premises. Reserve 5 per cent an Sundry Debtors for Doubtful Debts. 
The following is the Trial Balance of their bodes as at 31st December 1941:— 


/. Purchases 

.-Stock, 1st January 1941 
j Sundry Debtors 
Sundry Creditors 
/Factory Expenses 
/ Office Expenses 
/ Plant and Machinery 
f Discount 
/Salaries 

' Freehold Premises 
S Rent, Rates, Taxes and Insurance 
/.Repairs 
/Wages 

/ Bad Debts .. 

/ Saks 


Rs. 

33,000 

45,000 

20,000 

1,500 

1,800 

15,000 

1,800 

25,000 

1,700 


Rs. 

' ?.v. 

18,000 "(,V 

.520 


2,300 

509 


wm.. 










Cash in hand 



• e 
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Cash at Bank 



• e 


.. 11000 

C. Wadia’s Capital 



a • 


25,000 

D. Mistry’s Capital 

C. Wadia’s Drawings 



• e 


30,000 



• • 


1,700 

D. Mistry’s Drawings 



• a 


L90Q 

Returns Inwards 



• • 


.. L800 

Returns Outwards 





1400 

Rs. 1,64,620 1,64^20 


You are required to make out a Trading and Profit and Loss Account anc 
Balance Sheet alter making the following further adjustments:— 

(1) Rs. 400 are outstanding for salaries and Rs. 500" for wages. 

(2) Insurance is paid in advance to the extent of Rs. 90. 

(3) Closing Stock at "the above date was Rs. 55,000. 

Give the necessary Adjusting and Closing Entries. 


EXERCISE 4 

P. Ghosh and B. Baldev are in partnership sharing profits and losses equally 
Before the division of profits, the following adjustments are necessary5 pei 
cent depreciation is to be written off Plant and Machinery, 10 per cent off Loose 
Tools, 15 per cent on Patents, 5 per cent provision is to be made for Bad and 
Doubtful Debts. Rs. 601- are paM in advance for Insurance. Rs. 5001- are out¬ 
standing for salaries and Rs. 200|- for wages. Stock as on 31st December 1941 
was valued at Rs. 60,000|-. You are required to prepare Profit and Loss Account 
and Balance Sheet as at 31st December 1941 with adjusting and dosing Entriet 
from the Trial Balance given below:— 


TRIAL BALANCE 

P. Ghosh’s Capital 
B. Baldev’s Capital 
P. Ghosh’s Drawings 
B. Baldev’s Drawings 
Stock, 1st January 1941 
Bills Receivable 
Purchases 
Sales 

Bills Payable 

Returns Inwards .. .. 

Returns Outwards 
Plant and M achi ner y 

Loose Tools . 

Patents 

Sundry Debtors 

Sundry Creditors 

Cash 

Bank 

Salaries 

Wages 

Rates and. Taxes „ 

Insurance .. 

Printing and Stationary 
General Expenses 
Coal and Gin 



Rs. 

Rs. 

• a 


36,000 

e e 


30,000 

• e 

2,890 


• • 

2,000 


• • 

40,000 


• • 

5,000 


• e 

55,000 


• • 


80,000 

• a 


12,000 

m m 

1,000 


• a 


900 

• a 

20,000 


• » 

5,000 


# e 

5,000 


• e 

25,000 


e • 


28,000 

• i 

510 


e • 

15,000 


• • 

2400 


e e 

3400 


• e 

1400 


0 0 

600 


• 0 

400 


♦ • 

1400 


e 0 

700 


Rs. ISBJBOO 1£6£00 


The following was the Balance Sheet of Dinshaw, Xdulji and Framji who wen 
equal partners on 1st June 194L 





















VAR 


p Aceouxrm 

m 

LtabilWes 


Rs. 

Assets 

Rs. 

Bills Payable 

• e 

63W 

Cash 

600 

Creditors 

• a 

6300 

Debtors 

,. 10300 

Capital Accounts:— 



Stock 

:. ii,4oo 


Rk. 


Furniture 

2,400 

Dinshaw 

16300 


Building Aooount 

.. 13300 

Edulji 

12300 




Framji 

6300 





. 

85,400 




Rs. 

44,700 


Rs. 44,700 


They agreed to take Hirji into partnership and give him a fourth share in the 
profits on the following terms:— 

(1) That Hirji should bring in Ra. 9,000 for Goodwill and Rs. 15,000 as Capital. 

(2) That a half of the Goodwill will be withdrawn in cash by the old partners. 

(3) The Stock and Furniture he depreciated by 10 per cent 

(4) That a Reserve of 5 per cent on Debtors be audited for Doubtful Debts. 

(5) That the value of the Building having appreciated, the Building Aooount 
should be raised by Rs. 7,500. 

Pass the entries necessary to give effect to the above arrangement, prepare 
the Profit and Loss Adjustment Account and the opening ‘Balance Sheet of the 
Firm as newly constituted. 

EXERCISE 6 

From the following Trial Balance taken from the books of Frost and Snow, 
tailors, at 31st December 1937, prepare final accounts for the past year:— 


Capital Accounts— 
Frost 
Snow 

Current Accounts— 
Frost 
Snow 

Drawing Accounts— 
Frost 
Snow 

Opening Stock 
Reserve Fund 
Machinery 
Office Furniture 


Sundry Debtors and Creditors 
Reserve for Bad Debts 
Cash at Bank 
Cash in hand 
Cloth 


Trimmings 
Mackintoshes 
Sundry Purchases 
Silks and Linings 
Cleaning and Dyeing 
Wages 
Discounts 
' Bad Debts 
Office Salaries 
Goodwill 
Audit Fee ' 

Work Executed 


Carriage Inwards 
Insurance 


Printing and Stationery 
Carriage Outwards 
Packing and String 
Rates 
Rent 


t 


£ 

£ 


3,000 


2,000 


870 

200 


700 


400 

* 

1,421 

2300 

200 


145 


3300 

947 


300 

1324 


15 


3,160 


700 


130 


72 


349 


54 


4340 

82 

180 


830 


3,000 

• 42 

12390 

38 


89 


47 


74 




£ 21338 




















Dox/nufrttmhr boos-kekfing 


m 

'The partnership deed states that profits and losses are to be divided equally, 
But that Snow is entitled to £250 per annum salary, before the division of profits 
Ip id Suit 5 per cent interest on capital is allowed. 

The following adjustments are necessary:— 

Allow 5 per cent Depreciation on Machinery; the December quarter’s rent 
is outstanding; rates unexpired £13; bring the Reserve for Bad Debts up to 10 
per cent on Sundry Debtors; the Clewing Stock was valued at £1,150. 

(iNsnemnrE or Book-xeetzxs, Ion.) 


EXERCISE 7 

Messrs. Alfred Brown and George Robinson are in partnership as cigarette 
manufacturers, and profits and losses are shared equally. Before arriving at the 
net profit or loss, the following adjustments have to be made:— 

v 1. Interest to be allowed on partners’ capital at 5 per cent per annum. 

k 2. Annual depredation to be provided on Machinery and Plant at 10 per cent 
and on Fixtures and Fittings at 5 par cent. 

* 3. Provision to be made for Bad and Doubtful Debts at 5 per cent. 

k 4. A Reserve of £50- to be made for the Auditor’s Fee. 

*The Stock in hand on 31st December 1937 was valued at £6,320. 

Make the necessary adjustments and prepare a Trading Account, a Profit and 
Loss Account, and a balance Sheet from the following Trial Balance:— 


TRIAL BALANCE 
31st December 1937 

»Alfred Brown's Capital Account, 1st January 1937 .. 
^George Robinson’s Capital Account, 1st January 1937^ 
.^Alfred Brown’s Drawings Account (including Interest)"' 

VGeorge Robjnson’s Drawings Account (including Interest)*" 
-Sundry Creditors *■* 
v Bills Payable 
4 Sundry Debtors " 
y Plant and Machinery Account 

* Loan Account * 

^ Fixtures and Fittings Account ■*' 
x Goodwill Account < 
t Stock Account, lit January 1937 / 

* Cash in hands' 

•Cash at Bank *" 

s Purchases (including Government Duty) " 

"VManufacturing Wages ✓ 

Sales Account «^. .. 

"'•'Salaries Account«... 

' Licences and Insurance Account 
-Returns from Customers Account ' 

''Carriage and Export Charges Account * 

'Commission and Traveller’s Expenses Account * 

-.Tobacco Returns to Creditors Account' 

"'tRents, Rates and Assessed Taxes*’ .. 

/Gas and Water Account .. 

'-interest and Discount Account' 
vTVade Expenses ✓ 

■Jncome-tax (Schedule D) Account * 

-vBad and Doubtful Debts Account " .. 


600 

400 


5440 

2^60 

680 

500 

6,720 

18 

1352 

19,087 

3,402 

950 

54 

822 

210 

130 

200 

41 
100 
251 

42 
402 


/ 

2,400' 

1300 


4,302 

4,380 


2,000 


28395 


184 


43361 43361 


(Royal Socxxty or Am.) 


) EXERCISE 8 

Jack, jtyhn and Jones are partners sharing profits and losses as to 1/2, 1/3 and 
l/6th respectively. From the xblbwing particulars prepare their final accounts for 
the 12 months ended 30th June 1941:— 

Dr. Cr. 

£ £ 

i&pltial Amount, 1st July 1940 IjSOO 

J6hn, Capital Account,lst July 1940 .*:* 1300 
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Dr. 

Cr. 





£ 

£ 

Jones, Capital Account, 1st July 1940 

a a 

* a 


500 

Jack, Current Account, 1st July 1940 

• a 

a a 


410 

John, Current Account, 1st July 1940 

a . 

a a 


620 

Jones, Current Account, 1st July 1940 

a a 

a a 

200 


Jack, Drawings Account 

• a • • 

a a 

a a 

700 


John, Drawings Account 

a • a a 


a a 

000 


Jones, Drawings Account 



a a 

550 


Rent 


a a 

a a 

250 


Salaries 


« a 

a a 

3J.00 


Interest on Investments 

a a * « 

a a 

a a 


25 

Debtors and Creditors 

a a a a 

a a 

a a 

2,170 

120 

5 per cent Debentures, Fox & Co., 

Ltd. . a 


a a 

1,000 


Professional Fees Account 

■ a a a 


a a 


8,743 

Articled Pupils 

a a a a 

a a 

a a 


600 

Caah at Bank 

a* a a 

• • 

• a 

688 


7 per cent Preference Shares, Box & Co., Ltd. 

a • 

a • 

3,200 


Rates 

a • a a 

a ■ 


150 


Office Furniture 

a * a a 

9 

* * 

700 


General Expenses 

a • a a 

a a 

a » 

140 


Office Furniture, additions 

» a a • 

» a 

a a 

70 



• £ 13,518 13,518 


The following adjustments are necessary:— 

Six months’ interest on debentures is unpaid. 

One year’s dividend on preference shares to 30th June 1941 has been declared 
but not received. * 

John and Jones are to be credited with salary £300 and £250 respectively. 
The pupils paid £600 on 1st July 1940, for three yeaxte' articles. 

Write off depreciation 10 per cent on balance of Furniture Account. 

Interest on Capital, 5 per cent. 

Ignote .income-tax. 

EXERCISE 9 

and Y are in partnership and their position is shown by the following Balance 
Sheet:— 

BALANCE SHEET OF X AND Y 


Liabilities 


Creditors 
X’s Capital 
Y’s „ 


Rs. 

9,000 

20,000 

10,000 


Rs. 39,000 


Assets 


Plant 

Stock 

Debtors 

Cash 


Rs. 
7,000 
.. 25,000 

6,000 
1,000 

Rs. 39,000 


It was decided to admit Z into partnership on the following terms:— 

The firm’s Goodwill is valued at Rs. 6,000. Stock is to be written down by 
10 per cent and Plant 124 per cent. A Reserve of 5 per cent is to be made on 
Sundry Debtors. Z is to bring in Rs. 10,000 aft his Capital for a fourth share in the 
future profits, and his proportionate share of Goodwin in cash. 

Pass Journal Entries to give effect to the above arrangement and show the 
Profit and Loss Adjustment Account and the Balance Sheet of the new firm. 

EXERCISE 10* 

P and Q are in partnership sharing profits two-thirds and one-third. 

Balance Sheet is as follows:— 


Their 


Liabilities 


Creditors 
P’s Capital 

Q’s „ 


Rs. 

13,500 

30,000 

204)00 


Rs. 68,500 


Assets 


Cash 

Stock 

Plant 

Debtors 

Investments 


Rs. 

14)00 

20,090 

30,000 

54)00 

7,800 


Rs. 63,500 
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They agree to IT Mo partnership on condition that he brings in Rs. 12,000 
as Capital for one-fifth share in the business. The Goodwill of the Firm is to be 
valued at Rs. 10,000, and adjusted on to the Capital Accounts of the old proprietors. 
Stock is to be depredated by 10 per cent and Plant to be appreciated by 10 per 
cent. A 5 per cent reserve is to be created an Sundry Debtors end the investments 
are to be brought in the new firm at an agreed value of Rs. 8/100. Pass die neces¬ 
sary Journal & tries to give effect to the above. Show the Profit and Lose Adjust¬ 
ment Account, and the Capital Accounts, and prepare the opening B a la n c e Sheet 
of the new partnership. 


EXERCISE 11 


The Balance Sheet of A, B and C on 31st May 1941 stood as follows:— 


Creditors 
Capitals:— 

A 

B 

C 

Liabilities 

Rs. 

.. 23,500 

Rs. 

.. 15,000 

7,500 
.. *7,500 

30,000 

Assets 

Cash at Bank 

Debtors 

Stock 

Rs. 
3,500 
.. 35/WO 

.. 15,000 


Rs. 53,500 

( 


Rs. 53,500 


On that date, A retires from the firm, and for this purpose, Goodwill of the 
firm has been valued at Rs. 6,000. Stock has been revalued at Rs. 18,000, and a 
Reserve of Rs. 3,000 for Doubtful Debts has been agreed to be created. Show how 
the Capital Accounts of the partners would appear after the necessary adjustments 
have been made. Also prepare the Profit and Loss Adjustment Account 


EXERCISE 12 


Wardrobe and Dresser are equal partners in a retail concern. They decide 
to retire and sell their business on 31st March, the position of affairs on this date 
being as follows:— 

BALANCE SHEET 


Liabilities 

Rs. 

Sundry Creditors 4,500 

Capital Accounts:— Rs. 

Wardrobe .. 30,000 

Dresser .. 20,000 

—— 50,000 


Rs. 54,500 


Assets 



Rs. 

Cash at Bank 

5,000 

Sundry Debtors 

9/WO 

Stock 

.. 25,000 

Fixtures and Fittings 

5,000 

Lease 

.. 10,000 

Rs. 54,500 


The Lease was sold for Rs. 15,000, Fixtures for Rs. 5,500, and Stock for Rs. 23,000. 
The Book Debts realised only Rs. 9,000. The Creditors were paid Rs. 4/100 in fuD 
settlement. The expenses p f winding up were Rs. 320. Close the books of the 
firm, showing the result of the realisation, and detailing the various Ledger 
Accounts, wow also the payment to each partner of the amount actually due 
to him. 


1 EXERCISE 13 

O, P and $ are partners sharing profits J, } and £. Their Balance Sheet is as 
under:— 


Liabilities 

Creditors 
Capital, O 
Capital, P 
Capital, Q 


Rs. 

.. 18,000 
.. 15,000 
.. 10,800 
5,000 


Assets 

Stock 
Debtors 
Fixtures 
Cash at Bank 


Rs. 

.. 20.000 

.. 25,000 

zm 

1,000 


Rs. 48,000 


Rs. 48/WO 







On a dissolution of the firm, the Debtors realise 10 per cent less and the Stock 
realises 10 per ccmtmore than the book value. The Fixture* are taken over by 
P at an agreed value of Bs. 1900. The Creditors are fully satisfied by a payment 
of Rs. 15,000. The expenses of realisation amounted to Rs. 1,000. Pass the Journal 
Entries to give effect to the above, and show Bank Account, Realisation Account 
and Capital Accounts of the partner*. 

EXERCISE 14 

John and Jacob are in partnership with Capitals of Rs. 5,000 and Rs. 8,000 
and sharing profits in 3/5ths and 2/5ths. Both the partners are entitled to Interest 
on Capital at 5 per cent and Jacob is to receive a salary of Bs. 300 a month for 
acting as manager. 

During the year 1941, John’s withdrawals amounted to Be. 3,000 and Jacob’s 
to Bs. 4,000 and the interest chargeable thereon worked out at Rs. 75 to John said 
Rs. 125 to Jacob. 

The firm’s net profits for the year, after making all necessary adjustments, 
amounted to Rs. 15,000. Show how the Drawings and Capital Accounts of the 
partners will appear on 1st January 1942. • 


EXERCISE 15 


X, Y and Z are in partnership sharing pi 
pectively. The partnership agreement provides inter alia that— 

• (1) Interest on Drawings shall be charged at the rate of 5 per cent per annum. 

(2) Salaries shall be paid to the partners as follows:— 

Rs. 

Per annum. 

X 1500 

Y 1,200 

Z I., 900 

(3) Interest on Capital shall be credited at the rate of 5 per cent per annum. 
The Partners’ Capital as at 31st December 1940 was as follows 

Rs. 

1C .. *. 20,000 

15,000 

Z 10,900 

The partners drew on account of profits for the six months ended 30th June 
1941, the following amounts at an average date of 31st March 1941:— 

Rs. 

1C .. •. .. .. 1,700 

Y .. .. .. 1,500 

z .. *. .. .. .. .* 1400 

On the 30th June 1941, the balance of the Profit and Loss Account before 
making any adjustment for interest on Capital and Drawings, partners’ salarieb, etc. 
was Rs. 9,COO. Show the Partners’ Drawing and Capital Accounts for the six months 
ended 30th June 1941. 


artnership sharing profits in proportion of i, 4 and i res¬ 
in agreement provides inter alia that— 


EXERCISE 16 

From the following Trial Balance prepared from the books of F and G who 
are in partnership as merchants sharing profits and losses in the proportions of 
F two-thirds and G one-third, prepare Trading and Profit and Loss Account and 
Balance Sheet as on 30th April 1941:— 


TRIAL BALANCE as on 30th April 1941 

F*s Capital 

F*s Drawings 

G’s Capital 

G’8 Drawings 

Furniture and Fittings 

Baltic Overdraft 

Creditors 

Business Premises 

Stock on 1st May 1940 . 

Debtors 

Rent from Tenants 


Rs. 

3,000 

2,000 

2500 



Rs. 

20900 

10,000 

4,200 

11900 

1900 













DOUBLE-ENTRY BKHMatDDTO 
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TRIAL BALANCE as an 30fh April 1841— (Contd.) 


Purchases 

Sales 

Sales Returns 
S’ Discounts 
s Taxes 

S' General Expenses 
Salaries 
Conunission 

^Carriage on Purchases 
Reserve for Doubtful Debts 


Rs. 

140,000 

Rs. 

IJSOfiOO 

2,000 

2,000 

1,600 

2,000 


4,000 


9,000 


2,200 


“1,800 

14*00 


Rs. 2,00400 2,00400 


Stock on hand at 30th April 1941 was estimated at Rs. 20,000. Provide Rs. 400|- 
for discount on Debtors and depreciate Business Premises by Rs. 300j- and Furni¬ 
ture and Fittings by Rs. 260. 

f Exercise n 


The following is the Trial Balance of M. N. P. & Company aS on 30th June 
1941:— 


< 

Sundry Debtors 





Rs. 

60,000 

Rs. 

^ Sales 






2,50,000 

Sundry Creditors 






10,000 ' 

General Trade Expenses 





12,000 


.Rent 





12,500 

1400 1 

Interest 





S Purchases Returns 

Salaries and* Wages 






2,000 





17,000 

s Purchases 





1,45,000 


Discounts 





2400 

1400 

Reserve for Bad Debts 





2,000 

Fixtures and Fittings 





15,000 

Carriage and Freight 





5,000 


Capital Account 





1,00,000 

N’s Capital Account 






1,00,000 

P’s Capital Account 






10,000 

M’s Drawings 





10,000 

N's Drawings 





10,000 


P’s Drawings 





6.000 


^ Sales Returns 





3.000 


Horses, Harness and Vehicles 





20,000 


Freehold Premises 





47,000 


Balance at Bank 





34,000 


Cash Balance 





1,100 


Loan to X 





20,000 


Stock, 1st July 1940 





50,000 


Travelling Expenses 





6,000 


Rates, Taxes and Insurance 





1,200 



Rs. 4,77,000 4,77,000 


Prepare (1) Trading Account, showing Gross Profit for the year; (2) Profit 
and Loss Account, showing net profit available for division among partners, and 
(3) Balance Sheet as on 30th June 1941. 

Stock on hand, on 30th June 1941, amounted to Rs. 75,000. According to the 
Partnership Deed, 5 per cent interest on Partners’ Capital is to be calculated and 
die profits are to be distributed as to M 2|5ths, N 2|5ths and P l|5th. 

Write off 5 per cent from Fixture and Fittings and 10 per emit from Hones, 
Harness and Vehicles. Increase the Reserve for Bad Debts by Rs. 3,000. 

EXERCISE 18 

M and N are partners .sharing profits in proportions el five-eighths and dree- 
eighths. They admit U into partnership promising him a fourth share in the future 
profits U brings in Rs. 4,000 as his share of goodwill, and Rs 10,000 as his Capital. 
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Pass Journal Entries to give effect to the above, and show the future profit-sharing 
proportions of the partners, and adjustment of Goodwill Account assuming that u 
acquires his share from M and N in equal proportions. 

Also state what the future profit-sharing proportions of M, N and V would 
be, and how the Goodwill would be adjusted, if the one-fourth share to be given 
to U is not acquired by him from U and N in equal proportions. 

EXERCISE 19 


Hie Balance Sheet of P and Q carrying on business in partnership and sharing 
profits in proportions of two-thirds and one-third, stood as follows: — 


P’s Capital 
Q’s Capital 
Creditors 


Rs. 

.. 51,450 

.. 36,750 

.. 11900 


Rs. 1,00,000 


Machinery 

Furniture 

Debtors 

Stock 

Cash 


Rs. 

.. 50,000 

3,000 

.. 18,000 
.. 27,000 

2,000 


Rs. 1,00,000 


They admit R into partnership giving him one-fifth share of profits on the 
following terms:— 

1. The Goodwill of the firm is to be valued at two years' profits calculated 
on the average of the last three years’ profits which amounted to Rs. 20,000, 
Rs. 15,000 and Rs. 22,000. 

2. R is to bring in cash for the amount of his share of Goodwill. 

3. R is to bring in Capital in proportion to his profit-sharing arrangements 
with other partners. The Goodwill amount is to be retained in the business. 

Give the Journal Entries recording these transactions, draw out the Balance 
Sheet of the new firm, and also state in what proportions each of the three partners 
would share in the profit or loss of the new firm. , 


EXERCISE 20 


The following was the Balance Sheet of C, D and E who were equal partners 
on 1st June 1941: — 


Bills Payable 
Creditors 
Capital. C 
Capital, D 
Capital, E 


Rs. 

.. 3900 

6,000 

.. 16900 
.. 12.600 
6,000 


Cash 

Debtors 

Stock 

Furniture 

Building Account 


Rs. 
600 
.. * 10900 

.. 11,400 

2,400 
.. 19900 


Rs. 44,700 


Rs. 44,700 


They agreed to take F into partnership and give him a fourth share in the 
profits on the following terms:— 

1. That F should bring in Rs. 9,000 for Goodwill, and Rs. 15900 as Capital. 

2. That a half of the Goodwill shall be withdrawn by the old partners. 

3. The Stock and Furniture be depreciated by 10 per cent. 

4. That a Reserve of 5 per cent on Debtors be created for Doubtful Debts. 

5. That the value of the building having appreciated, the Building Account 
should be raised to Rs. 27,000. 


Give the entries necessary to give effect to the above arrangement, prepare 
the Profit and Loss Adjustment Account, and the opening Balance Sheet of the 
Firm as newly constituted. • 

EXERCISE 21 , 

Given below is toe Balance Sheet of H. Hemraj. 


Creditors 

Capital 


Rs. 

29900 

30900 


Cash 

Debtors 

Stock 

Furniture 

Building 

Investments 


Rs. 59900 


Rs. 

:: « 

.. 15900 

750 

.. 26900 


^ ;Rs. 59900 
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Hemraj admits Popatlal into partnership as an equal partner on .the following 
tarns:— 

L A Reserve of 5 per cent to be created on Debtors. 

2. The Stock to be taken at Rs. 14,500; Furniture at Rs. 500, and B uilding at 
Rs. 17,000. 

3. Hie Investments are not to be brought into the new partnership. 

4. An amount of Rs. 2,000 is to be paid by Popatlal as a premium and this 
sum is not to be retained in the business. 

5. Popatlal is to bring in further cadi to make his Capital Account equal to 
Hemraj's Capital Account after making therein the above adjustments. 

Pass the Journal Entries necessary to record the above transactions, and prepare 
the Balance Sheet of the new firm. 

EXERCISE 22 

C and D carrying on business in partnership and sharing profits five-eighths 
and three-eighths, require a partner, when their Balance Sheet stood as follows:— 


BALANCE SHEET 


Liabilities 

Rs. 

Assets 

Rs. 

C’s Capital 

D’s Capital 

.. 14,000 

Furniture & Fixtures 

L500 

9,000 

Debtors 

9,500 

Creditors 

3,600 

Stock 

.. 15,000 


Cash 

600 


Rs. 26,600 


Rs. 26,600 


They admit E into partnership giving him one-eighth share on the following 
terms:— , 

(a) Goodwill is created at one year’s average profit of last three years which 
amounted to Rs. 4,000, Rs. 5,000 and Rs. 6,000 ami the Capitals of old partners are 
increased in proportion of their shares. 

(b) E brings in cash as his Capital to the extent of one-seventh of the combined 
capitals of the old partners after the adjustment in respect of Goodwill. 

Show the Journal Kitties recording these transactions, draw out the Balance 
Sheet of the new firm, and also state how the partners will share in the profits of 
the new firm. 

EXERCISE 23 

G, H and K are partners sharing half, one-third and one-sixth respectively. 
On the day they determine to dissolve the partnership, their Balance Sheet stood 
as follows:— 


BALANCE SHEET 


Liabilities 

Rs. 

Assets 

Rs. 

Creditors 

G’s Capital 

.. 20,000 

Factory Building 

.. 14,000 

a .. 10,000 

Machinery 

6,000 

H’s Capital 

6,000 

Debtors 

0.000 

K’s Capital 

4,000 

Stock 

.. 10,000 


Cash at Bank 

1,000 


Rs. 40,000 


Rs. 40,000 


The Factory Building, Machinery, Debtors and Stock realise Rs. 30,000. 


Pass Journal Entries and prepare Realisation Account, Bank Account and the 
Capital Accounts of the partners. 

EXERCISE 24 

X and Y were in partnership and agreed to dissolve. The assets realised 
Rs. 75,000. The liabilities were as follows: —Sundry Creditors Rs. 45,000, Loan 
from X Rs. 20,000, X’s Capital Rs. 10,000 and Y*s Capital Rs. 15,000. They dure 
profits and losses in proportions of X I, and Y f. 

Show fay means of ac c oun t s how die cash raeltad should he dfetributad. 
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EXERCISE 25 

E, F and G war* in partnership and decided to dissolve. The position at 31st 
December -was as fellows;— 


Liabilities 

Creditors 
Bills Payable 
Loan from Bank 
Capitals 
E 
F 
G 


BALANCE SH KET 


Assets 


Rs. 



Rs. 

.. 11,200 

Debtors 

e * 

.. 12500 

2,000 

Goodwill 

• * 

1500 

.. 32,000 

Bills Receivable 


1550 


Plant 

a • 

.. 21550 

6,000 

Office Furniture 


1500 

4,000 

Cash 

• • 

500 

3,000 




Rs. 38,200 



Rs. 38500 


They shared profits and losses in the following proportions:— 

E 2|5ths, F 2|5ths, G l|5th. 

Goodwill realised Rs. 7,500. Ten per cent of Book Debts prove bad and the 
Bills Receivable realise only Rs. 1,200; the Plant was solcfr for Rs. 17,250 and the 
Office Furniture was taken over by E at book value. The Bills Payable were met 
and the loan from the Bank and the Creditors were paid off. 

Show the Realisation Account, Bank Account and the Capital Accounts of the 
partners. 


EXERCISE 26 

On 1st January 1941, X, Y and Z commenced business in partnership sharing 
profits and losses in the proportions of half, one-third and one-sixth respectively. 
They paid into their Bank Account as their Capital Rs. 40,000, being Rs. 20,000 
by X, Rs. 15,000 by Y and Rs. 5,000 by Z. During the year each partner withdrew 
Rs. 2,000, and on 31st December 1941, they dissolved their partnership, X taking 
up stock at an agreed valuation of Rs. 7,000, Y taking up Furniture at Rs. 1,000 
and Z taking up Debtors at Rs. 5,000. After paying up their creditors, there remained 
a balance of Rs. 3,000 at the Bank. 

Prepare the -necessary accounts showing the distribution of the cash at the 
Bank, and of the further cash brought in by any partner or partners as the case 
required. 

EXERCISE 27 

D, E and F were partners with Capitals of Rs. 10,000, Rs. 8,000 and Rs. 4,000 
respectively, sharing profits 4|9ths, 3|9ths and 2j9ths. During the year each partner 
had withdrawn Rs. 2,000. The Firm’s assets were then disposed of and realised 
Re. 13,500. The liabilities amounting to Rs. 4,000 and the expenses of dissolution 
amounting to Rs. 500 were paid off. Show how the balance of cash should be 
apportioned among the partners and prepare-* the necessary accounts. 

EXERCISE 28 


Sarah, Rustom and Burjar carry on business in partnership sharing profits and 
losses one-half, th r e e - ei ghths and one-eighth respectively. On 31st March 1941, 
when they agreed to sell off their concern to a newly started Joint-Stock Company, 
their position was as follows:— ' 


Liabilities 

Rs. 

Scarab’s Capital 

Kustau’s Capital 

.. 20,000 
.. 15,000 

Burjor’a Capital 

.. 13,000 

Sundry Creditors 

.. 12,000 


Rs. 60500 


Assets 



Rs. 

Freehold Property 

.. 18500 

Machinery 

.. 12500 

Book Debts 

.. 15500 

Stock 

.. 13500 

Cash 

2500 


Rs. 60500 
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The Company took over the following Assets at the valuations shown below 


Rs. 

Freehold Property .. 22,000 

Machinery .. lflyOOO 

Book Debts .14,000 

Stock .. .. .. .. 12,000 

Goodwill .. .. 4,000 


The purchase price of the Freehold Property and Machinery was paid by the 
Company by its Ordinary Shares for Bs. 32,0001-, and Book Debts, Stock and Good¬ 
will were paid for in cash. 

The Sundry Creditors are paid off by the firm at a discount of 21 per cent, 
and the expenses of realisation amounted to Rs. 500)-. 

Pass the necessary Journal Entries to close the books of the firm, prepare 
Ledger Accounts showing the results of the dissolution and the final distribution 
among the partners. 

EXERCISE 29 

J. Last, carrying on business of Last & Company as a boot and shoe whole¬ 
saler, agrees as on 1st January 1930, to admit his manager A. Tree as a Junior 
partner on the following terms: Profits and losses to be shared as to |ths to Last 
and Jth to Tree. Tree was to be allowed a partnership salary of £260 per annum. 
Last to be entitled to draw £50 per month on account of profits and Tree £25 per 
month, in addition to his salary. No interest to be charged on Drawings, but 
Interest to be allowed on Capital at 5 per cent per annum. A Goodwill Account 
is to be opened for £2,000 and a similar amount credited to Last’s Capital Account. 
Tree being unable to pay in any cash as Capital, it was agreed that, should his 
share of profits permit, die sum of £500 per annum was to be transferred from 
his Current Account to his Capital Account at the close of each year until 
such time as his Capital Account amounted to £3,000. Trial Balance on 31st 
December 1930, is given below. Prepare Trading, Profit and Loss Accounts 
and a Balance Sheet, (a) Depreciation to be provided: Fixtures and Fittings 10% 
per annum. Motor Vans Old Balance 15% per annum, Motor Van New 20 per cent, 
(b) Stock at 31st December 1930, £8,219. (c) Reserve 2£ per cent on Sundry 

Debtors to cover Bad and Doubtful Debts, (d) £23 was due to a traveller for com¬ 
mission,, from the December quarter, (e) £240 was due to the firm from a manu¬ 
facturer as a bonus on the sales of his boots during 1930. (/) Insurance £20 to be 
carried forward, (g) A claim of £27 for goods lost in transit has been admitted 
by the Railway Company but not paid. 


Dr. BALANCES 

£ 

Motor Vans, New 


£ 

600 

J. Last—Current Account 


General Expenses 

• • 

493 

balance 

100 

Bad Debts 

• * 

14 

Drawings 

600 

Stock, 1-1-30 

• • 

9,083 

250 

A. Tree—Drawings 

300 

Fixtures and fittings 

• • 

Goodwill 

Partnership salary 

2,000 

260 

Travellers’ Salaries and 
( Expenses 

• • 

1,385 

Purchases 

35,233 

Sundry Debtors 

• ■ 

7,160 

.Carriage Inwards 

462 

Cash in hand 

• * 

50 

Advertising 

Salaries and Wages 

Rent, Rates and Insurance 

806 

2,725 

380 

Cr. BALANCES 
I. Last—Capital Account 

* ■ 

6,000 

Gas and Electric Light 

31 

Sales 

• • 

47,323 

Delivery Expenses 

Motor Vans, l-’-30 t .. 

1,065 

Sundry Creditors 

• ■ 

8,067 

300 

Bank Overdraft 


L887 



(Royal Society of Arts.) 


EXERCISE 30 


Smith, Jones and Robinson are trading in partnership under the name of 
Smith and Company, accounts being prepared annually as an 31st March. Smith 
and Jones are partners of old standing, but Robinson had joined the firm on 1st 
April 1929, and as he had not than been able to contribute any cadi towards pay¬ 
ment for goodwill, it had been agreed to raise a Goodwill Account for £8,000 
(crediting this amount to the old partners) and to write this off out of profits by 
equal instalments over five years. Smith and Jones were to be at liberty, if they 
should so desire, to make annual capital withdrawals of £1,000 said £000 
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injectively during the same period. Interest at 5 per cent per annum was to be 
allowed on partners’ capital accounts, but not on current or drawing accounts, 
the divisible profits were to be divided in the proportions: Smith 8|20ths, Jones 
7|20ths and Robinson 4|20ths. The following Trial Balance waa extracted aa on 
31st March 1932. Prepare the firm’s Profit and Lon Account for the year ended 
Slat March 1933, and a Balance Sheet taking into account the following informa¬ 
tion:—(a) Depreciation to be written off Furniture and Fittings at the rate of S 
per cent per annum and the Motor Cara and Vans at 20 per cent per annum. (b> 
The Bad Debts Reserve to be made upto 5 per cent of the Sundry Debtors, (c) 
Information from the bank shows that since 31st December 1931, when interest 
was last credited, further interest has accrued amounting to £21. (d) £500 of the 
advertising expenditure is to he carried forward, and £150 of the apprentices' 
omniums. 

P Dr. BALANCES £ 

£ Office Expenses .. ,. 319 ■ 

Smith—Capital withdrawn Stock, 31-3-32 .. 19,622 

30-9-31 .. 1,000 Bad Debts written off .. 011 

Jones—Capital withdrawn 600 Cash at Bank and in hand .. 1,812 

Drawings during the year:— « 

Smith .. .. 3,000 Cr. BALANCES 

£ 

Jones .. 2,500 Smith—Capital Account 

Robinson .. 800 31-3-31 .. 28,000 

- 3,300 Jones—Capital Account 31-3-31 16,400 

Goodwill .. .. 4,800 Robinson—Capital Account 

Salaries and Wages .. 1,992 31-3-31 .. 1,000 

Rent and Rates .. .. 1,214 Current Accounts 31-3-31: — 

Heat, Light and Insurance 278 £ 

Furniture and Fittings 31-3-31 940 Smith .. .. 573 

Do. Bought 30-9-31 .. 80 Jones .. .. 14 

Motor Cars and Vans 31-3-31 3,520 ——- 587 

Do. Bought 30-9-31 900 Robinson .. .. 209 

Advertising 2,040 Trading Account .. 19,496 

Discount .. 803 Apprentices’ Premiums .. 350 

Travellers’ Salaries and Bank Interest .. .. 58 

Expenses .. .. 3,507 Sundry Creditors .. .. 1,314 

Sundry Debtors .. .. 18,640 Bills Payable . - 750 

Bad Debts Reserve 31-3-31 ., * 814 

(Royal Society or Arts.) 

EXERCISE 31 

J. B. Clark, a cigarette manufacturer, agreed to take his manager, L. Hillingdon, 
into partnership on 1st January 1918. The terms agreed were:—(a) A goodwill 
account of £10,000 was to be created,' and a similar amount credited to Clark. 

(b) Hillingdon to be entitled to a salary of £400 per annum to be paid monthly. 

(c) Twelve monthly drawings on account of profits were to be made by the 
partners: Clark £60 per month; Hillingdon £20 per month, (d) Profits and 
Losses were to be shared as follows:—Clark, two-thirds; Hillingdon, one-third, 
(e) Hillingdon was to pay in £2,000 as his capital in the business on 1st January 
1919. Balances from the books on 31st December 1918:— 


£ 

J. B. Clark, Capital Account 
31-12-17 .. 20,000 

Plant and Machinery 17,800 

Fixtures and Fittings .. 2,400 

Rent and Rates of Factory .. 950 

Lighting (Factory £120, 

Office £24) .. 144 

Licence and Insurance (Factory 
£300, Office £72) .. 372 

Rents and Rates of Office 270 

Factory Expenses 571 

Factory Power 494 

Office Expenses 124 

Sales, Cigarettes .. 1 , 51,862 

Sales, Shorts and Sundries 2,234 

Sales Returns, Cigarettes 321 

Sales Returns, Shorts and 
Sundries 124 


Purchases, Tobacco 


£ 

76,294 

Purchases, ‘Sundries .. 
Purchases, Returns:— 


2,421 

Tobacco 


1,821 

Sundries 


106 

Officd Salaries 


1,094 

Factory Wages . 


8,751 

Packing Expenses 

Carriage (Inwards £821, 


1,792 

Outwards £940) 

Travellers' Salaries and 


1,761 

Expenses 


2#1 

Advertising 


5,000 

Stock (31wt December 1917) 


16,841 

Sundry Creditors 


4,682 

Sundry Debtors 


22,540 

Leasehold Factory 


10,000 

Cash at Bank 


7,240 

Cash in hand 


1,070 
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Prepare Trading and Profit and Lon Accounts for the year en ded Slat 
December 1918, and a Balance Sheet after making adjustments(a) Depredation 
to be written off: Machinery and Plant, 10 per cent; Fixtures and Fittings, 15 per 
cent (b) Reserve for Bad Debts to be made equal to 5 per cent on the Sundry 
Debtors, (c) A sum equal to 5 per cent of the net profits to be reserved for distri¬ 
bution to the firm’s employees, (d) Stock on 31st December 1918, £17,560. (e) SO 
per cent of the cost of advertising to be carried forward. (/) Interest at 5 per cent 
to be credited to the Partners’ Capital Accounts, but no interest to be charged 
upon drawings, (p) The following amounts were owing at the end of the. year: 
Factory Wages, £68; Office Salaries, £35. 

(Lombok Chamber or Commerce.) 


EXERCISE 32 

The partnership of A, B and C came to an end on 31st December. The Capital 
of A was £5,000, and B £4,000, while C’s account was overdrawn to the extent of 
£500, and he had no outside means. Profits and Losses were shared in the propor¬ 
tions of A 1)2, B 1)3, and C 1)6. Their assets amounted to £8,870, and their liabili¬ 
ties to £370. The business was sold for £10,000. Show the partners’ accounts 
after the sale had been effected. 

(Chartered Accountants.) 


EXERCISE 33 


The following was .the Balance Sheet of a firm upon dissolution of a partner¬ 
ship, “A” retiring, “B” continuing the business. The partners’ share as to 
Capital and Profits were A, J ; B, 


Capital—A 
Capital—B 
Loan from A 
Creditors 
Reserve 


£ 



£ 

9,000 

Freehold 

, , 

.. 12,000 

3,000 

Debtors 

. m 

3,000 

2,000 

Cash 

* , 

1,000 

1800 

Stock 

, 4 

1,000 

1,200 




£ 17,000 



£ 17,000 


A agreed to buy the Freehold for £10,000. The Stock was taken over by B 
at 10 per cent discount. The debtors realised 86 per cent of their value. The costs 
of the Liquidation exclusive of the above deficiencies were £470. What did each 
partner receive ? Show Cash Account, Liquidation Account, and Partners’ 
Accounts. 

(Chartered Accountants.) 


EXERCISE 34 

A and B agree to dissolve partnership as on 31st December 1921, when the 
Balance Sheet of the firm was as follows:— 

BALANCE SHEET 


Slat December 1821 



£ 

£ 


£ 

£ 

Capital : — 



Machinery it Plant 

, , 

10,784 

A 

10,000 


Sundry Debtors 

6,480 


B 

5,000 


Leas Provision .. 

800 




15,000 



5880 

Current Accounts: - - 



Stock 

• * 

3,140 

A 

1820 


Cash at Bank 

« • 

844 

B 

- 786 







2,706 




Sundry Creditors 

•• 

2,742 





£ 

20,448 


£ 

20,448 


The following terms are agreed:—(1) A la to retain the business and is to 
pay B the amount shown as due to him in die Dissolution Balance Sheet. (2) A 
Goodwill Account amounting to £5,000 Is to be created and credited in equal 
amounts to the partners. (3) The Plant and Machinery Account is to be revalued 
at £9,000. (4) The Book Debts are to be revalued at £6,000, and the provision 
for Bad Debts is to be reduced to £500. (5) The Stock is to be revalued at £3,800. 
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(6) Hie liability on an annuity, payable to a deceased partner’s widow, is to be 
estimated at £1,200. Prepare the Dissolution Balance Sheet showing the amount 
payable by A to B. 

(London Chamber or Commerce.) 

EXERCISE 35 

I 

William Dove, carpet merchant, agreed to take into partnership his manager, 
John Skelton, from 1st January 1933, upon the following terms: —the share of 
profits was to be as to two-thirds to Dove, and as to one-third to Skelton. Dove was 
to be credited with 4 per cent interest upon his Capital and Skelton with a yearly 
salary of £100 and with 10 per cent upon the gross sales. The following Balance 
Sheet of Dove as on the 1st January 1933, was agreed to and signed by both parties. 


£ 

Sundry Creditors 950 

Capital Accounts 4,350 



£ 

Stock-in-Trade 

2,874 

Furniture and Fittings 

176 

Book Debts 

1,500 

Bradford Banking Co. 

750 


On the 31st December, the following was the Trial Balance, the stock at the 
1st January 1933, being included in the Purchases Account. The Stock on 31st 
December 1933, was valued at £4,060. Make closing Journal Entries, giving effect 
to the provisions of the partnership as well as to interest on Capital, as to salary 
and commission on sales, and prepare Trading, Profit and Loss Accounts and 
Balance Sheet 


Dr. BALANCES 

£ 


£ 

Purchases Account 

12,500 

Dove’s Drawing Account 
Skelton's Drawing Account . 

400 

Rent, Taxes and Insurance .. 

450 

200 

Carriage and Freight 

700 

Cr. BALANCES 


Salaries 

200 


Wages 

550 

Dove’s Capital 

4350 

Office Expenses 

100 

Sales Account 

. 11,350 

Debtors 

1,850 

Creditors 

1350 



(Chartered Accountants.) 


EXERCISE 36 

« 


Asa Abbey, Ben Brook, and Carl Cook carried on business in partnership, 
the capital of the partners on the 1st January 1931, being:—A, £20,000; B, £5,000; 
and C, £2,000. It was agreed that each partner should be credited with simple 
interest on his capital at the rate of 5 per cent, and B and C each with £200 as 
salary for their services. The net profits or losses were to be divided into nine 
parts, and allotted to A, 5; to B, 3; and to C, 1. The assets and liabilities on the 
said date were as follows:—Freehold Premises, £10,000; Plant and Machinery, 
£6,000; Loose Tools and Fittings, £1,500; Debtors’ Balances, £9,000; Less provi¬ 
sion for discounts, £400; and for Bad Debts, £100; Cash at Bank, £2,000; 
Creditors’ Balances, £6,000. 

In December 1933, A died, leaving the whole of his interest in the business 
to B and C in equal shares. No account of profit or loss had been taken, or valua¬ 
tion of stock made during that period. The partners’ withdrawals (including 
interest thereon) during the three years had been as follows: —A, £3,500; B, 
£900; C, £600. 

On the 31st December 1933, a valuation of the assets was made for the purpose 
of probate and the adjustment of the surviving partners’ accounts. Freehold 
Premises, £11,000; Plant and Machinery, £4,500; Tools and Fittings, £1,000; 
Debtors’ Balances, £10,500 in respect of which an allowance was made of £1,000 
for doubtful debts and discounts. Cash at Bank £1,060, in hand £6-17-6. Due 
to creditors £9,000. Prepare two Balance Sheets as on 1st January 1931, and 31st 
December 1933. 

(Chartered Accountants.) 


EXERCISE 37 

Brown, Jones and Robinson were in partnership as Coal Merchants. On 31st 
December, their Balance Sheet showed the following position of affairs:— 

DJS.-17 
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Liabilities 



Assets 




£ 


£ 

Sundry Creditors 


3,000 

Cash in hand and at Bank 

1,400 

Loan on Mortgage 

# 0 

400 

Sundry Debtors 

4,000 

Brawn—Capital 

£ 


Stock 

L500 

Account .. 

2,500 


Horses, Carts, etc. 

500 

Drawing Account .. 

1,000 


Freehold Property 

1,000 



3,500 

Robinson, over-drawn 

500 

Jones—Capital 





Account .. 

1,500 




Drawing Account 

500 






2,000 




£ 

8,900 


£ 8,900 


They shared the profits and losses in the proportions of Brown one-ha If, Jones 
one-third, Robinson one-sixth. It was decided to dissolve the partnership as at 
the date of the above Balance Sheet. The Freehold Property realized £1,300. Bad 
Debts and Discounts allowed amounted to £500. The Stock realized £1.200, and 
the Horses, Carts, etc. £300. The mortgage on the property was duly paid off. 
The Creditors were also paid, less discounts amounting to £100. The costs of 
realization amounted to £300. After the assets had been realized and all the 
liabilities discharged, Robinson became bankrupt and a claim was made against 
his estate for the amount due from him to the firm on the dissolution and a divi¬ 
dend thereon at the rate of 6s. 8d. in the £ was received. Write up the Realization 
Account, the Cash Account and die Capital and Drawing Accounts of the partners, 
and close the books of the firm. 

(Chartered Account ants.) 


EXERCISE 38 


X, Y and Z'dissolve partnership, and after realization, the following is the 
position of affairs:— 


BALANCE SHEET 


Liabilities 

Creditors 

Capital Accounts:— 

X 

Y 

Profit on Realisation 


£ 

464 

6,000 

5,000 

520 


£ 11,984 


Assets 

£ 

Cash at Bank .. 11,550 

Z—Capital Account over¬ 
drawn 434 


£ 11,984 


The partners share profits and losses as follows:—X, 1|2; Y, 3(10; and Z, 1|5. 
Z is quite unable to contribute anything. Draw up the final accounts. 


EXERCISE 39 


Henry Pratt, Fred Jones and John Todd entered into partnership on 1st July 
1933. Pratt brought in as capital £3,000, Jones £2,000, and Todd £1,000. They 
were to share profits in the proportions of three-sixths, two-sixths and one-sixth, 
but as Jones and Todd were the working partners, they were to be credited at the 
close of each current year, by way of salary, with the respective sums of £250 
and £150. Pratt was to be allowed to draw each year as against profits £500, 
Jones £350, and Todd £250,.but interest at 5 per cent was to be charged on such 
drawings; the deed also provided that Jones and Todd should have the right to 
bring in extra capita) not exceeding £1,600 each, and that they were to be credited 
with 5 per cent interest on all capital. On closing the books on the 30th June 1934. 
partners had drawn:— 


Pratt 

1st September 
1st November 
1st December 


£ 

Jones 

£ 

Todd 

£ 

100 

1st August 

.. 80 

1st August 

60 

150 

1st September 

70 

1st September 

50 

200 

1st October 

.. 100 

1st November 

80 


1st December 

ft r 85 

1st December 

.. 80 





PARTNERSHIP ACCOUNTS 


259 


On Hie let October, Jones brought in as additional capital the sum of £250 
and Todd £400. On making up the books on the 30th June 1034, and before either 
the salary or interest to partners had been dealt with, the balance to the credit 
of Profit and Loss stood at the sum of £2,200. Make the necessary closing entries, 
and prepare Capital and Profit and Loss Accounts showing the exact position of 
the partners on 1st July 1934. (Chartered Accountants.) 

EXERCISE 40 


William Johnson took into partnership John Sutcliffe on 1st January 1933, upon 
the following basis:—ASSETS:—Machinery, £2,50 0 ; Stock, £2,250; Book Debts, 
£1,250. Yorkshire Bank, £750; LIABILITIESCreditors, £750; William 
Johnson, Capital, £6,000 The freehold premises were the property of Johnson, 
and his Drawing Account was credited each half year with £125 as rent. Sutcliffe 
was to bring in as capital £3,000, and the respective shares were fixed at five- 
eighths to Johnson and three-eighths to Sutcliffe, the latter being considered 
acting partner. On the 31st December 1933, the Trial Balance was as below. Stock 
was valued at £3,750. No interest was to be charged on the drawings. Prepare 


Trading, Profit and Loss Accounts and Balance Sheet and Journalise closing 

entries. 

Dr. BALANCES 



• 

£ 


£ 

Johnson’s Drawing Account .. 

700 

Machinery, Fixtures and 


'Sutcliffe's 

Drawing Account .. 

350 

Fittings 

3,500 

Debtors 

• • • • 

2,350 

Purchases, including stock 


Yorkshire Bank* 

1,500 

1st January 1933 

14,950 




Salaries 

450 


Cr. BALANCES 


Wages 

1,600 




General Expenses 

500 

Johnson’s 

Capital Account .. 

6,000 

Rent 

250 

Sutcliffe's 

Capital Account .. 

3,000 

Repairs, Alterations and 


Sales 

• * • ■ 

16.300 

Maintenance 

150 

Creditors 

• • be 

1,000 




(Chartered Accountants.) 


EXERCISE 41 


X, Y and Z are partners and carry on three retail Tobacconists’ Shops and 
a small factory for the manufacture of pipes and sundries. The profits of the 
factory are apportioned to the three shops on the basis of their turnover, of pipes 
and sundries. Each shop is personally managed by a partner, who is entitled to 
75 per cent of the profits made by him. The remaining profit is carried to a General 
Profit and Loss Account. The Factory (the profit on which was £1,400 for the 
year) is managed by Y, who is entitled to a salary of £300 per annum, chargeable 
to the General Profit and Loss Account. After all adjustments have been made, 
the balance of the General Profit and Loss Account is divided:—X, 4|9ths; Y, 
3l9ths; and Z, 2|9ths. For the year ended 31st March 1£22, the following particulars 
are disclosed prior to adjustments: Profits of Shops—X, £4,925; Y, £2,840; Z, 
£1,924. Turnover of Pipes and Sundries: X, £3,120, Y, £2,140, Z, £590. Prepare 
accounts showing the allocation of profits to the partners for the year ended 31st 
March 1922. 

(London Chamber or Commerce.) 


ADDITIONAL PROBLEMS 

Note.—-The following most carefully selected additional Problems 
will be found fully solved in the author’s QUESTIONS and 
ANSWERS in BOOK-KEEPING and ACCOUNTING, reference to 
which is indicated by the number in bold tyfces on the right-hand corner 
at the end of each Problem. • 

EXERCISE 42 

The Capital Accounts of X, Y and Z stood at Rs. 20,000, Rs. 15,000 and Rs. 10,000 
respectively after the necessary adjustments in respect of the Drawings and the 
Net Profits for the year ended 31st December 1930. It was subsequently ascertained 
that 5 per cent interest on Capital and on the Drawings of each partner had been 
omitted. The drawings of the partners had been X Rs. 2,000, Y Rs. 1,500 and Z 
Rs. 1,200 and the interest on these amounted to Rs. 40, Rs. 30 and Rs. 15 respec¬ 
tively. The profits for the year as already adjusted amounted to Rs. 10,000. The 
partners share profits in proportions of 2|5tiis, 2l5ths and l|5th. Give the adjusted 
Capital Accounts of the partners together with Journal Entries necessary for such 
adjustments. 21C 
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EXERCISE 43 

From the following Trial Balance prepare the necessary final accounts for the 
year ended 31st December 1930:— 


■ Vi. 

Rs. Rs. 

Land and Buildings •• •• 26,000 

Sundry Debtors .. .. 40300 

Sundry Creditors .. 45,000 

Plant and Machinery 20,000 

Purchases—Raw Materials 

(Less Returns) .• 35,000 

Sales—(Less Returns) .. 1,23,400 

Finished Stock—1st January 1930 .. .. 18,000 

Raw Materials—1st January 1930 .. 3,500 

Work-in-Process—1st January 1930 .. 2,000 

Wages 27,000 

Factory Kent and Taxes .. .. .. .. 2,500 

Salaries of Works Managers . • 5,600 

Royalties .." .. .. .. 1,200 

Advertising .. .. .. .. - • 3,000 

Office Rent and Insurance 4,800 

Printing and Stationery .. .. 1,000 

Office Expenses * • • 5,800 

Carriage Inwards .. •• 1,100 

Carriage Outwards 600 

Discounts Allowed 1,400 

Discounts Received 1,100 

Bad Debts 750 

Reserve for Doubtful Debts 1,000 

Factory Expenses 3,400 

Patent Rights 2,000 

X’s Capital Account .. 16,000 

Y's Capital Account 25,000 

X’s Drawings 3,600 

Y's Drawings 2,500 

X’s Loan Account 4,000 

Cash at Bank 4,000 

Cash in hand .. .. .. 250 


Rs. 2,15,500 2,15,500 


The Stock- on 31st December was as follows: — 

• Rs. 

Raw Materials 4,000 

Work-in-Process .. 4,500 

Finished Goods .. 28,000 

The outstanding expenses were—Factory Rent Rs. 250, Wages Rs. 600 and 
Office Salaries Rs. 3,000. Write off Rs. 500 as Bad Debts and provide 5 per cent 
Reserve for Doubtful Debts and 5 per cent provision for Discounts. Depreciate 
Buildings by 2 per cent, Plant by 74 per cent and Patents by 10 per cent. X and 
Y are entitled to salaries of Rs. 2,400 and Rs. 1,800 per annum. 5 per cent interest 
is to be calculated on Capital. The Profits were shared in proportions of 3|5ths 
and 2j5ths. 219 

. EXERCISE 44 

F and G with Capitals of Rs. 7300 and Rs. 10,000 respectively agree to admit 
H into partnership as from 1st June 1932, upon the terms that H should bring in 
Rs. 8,000, of which Rs. 3,000 is to be regarded as a premium, and that he is to be 
given a fourth share in the future profits. Draft the Journal Entries assuming 
that H brings in the necessary amount and that the Goodwill amount after being 
brought into record is withdrawn by the partners entitled thereto. Show also the 
Capital Accounts of the partners and Goodwill Account. State the future profit- 
sharing proportions of F, G and H. 223 

EXERCISE 45 

A and B were sharing profits in proportions of 3|5ths and 2;5ths with capitals 
of Rs. 20,000 and Rs. 15,000 respectively. 'Diey admit C into partnership on 1st 
January 1932, the terms being that he shall bring in Rs. 20,000 as capital and pay 
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Rs. 5,000 for his Share of the Goodwill; the amount is to be retained in business 
and C is to be given 15th share in future profits. 

(a) Pass Journal Entries to record the amount brought in by C. (b) Shew 
Capital Accounts and the Goodwill Account, (c) State what the future profit- 
sharing proportions *of A, B and C will be. 224 

EXERCISE 46 

A and B shared profits in proportions of 3 and 2 and had Capitals of Rs. 20,000 
and Rs. 15,000 respectively. They agree to admit C into partnership as from 1st 
January 1932 on the following terms in return for a third share in future profits— 
(a) That C should bring in Rs. 20,000 as Capital; (b) That, as C is unable to bring 
his share of Goodwill in cash, the Goodwill of the firm be valued at Rs. 15,000 and 
a Goodwill Account be raised in the firm’s books. Set out the Journal Entries 
required, the Capital Accounts of the partners and the Goodwill Account. State 
the future profit-sharing proportions of partners. 225 

EXERCISE 47 

Following up the above illustration, assume that the partners decide to treat 
the Goodwill again as an unrecorded Asset by wiping.oil the Goodwill Account 
from their books. Show the Capital and Goodwill Accounts after this step has 
been taken. 226 

EXERCISE 48 


The following is the Balance Sheet of the firm of A ahd B on 31st Deoembor 
1931. They share profits in three-fifths and two-fifths respectively: — 



Rs. 


Rs. 

Creditors 

.. 62,000 

Cash at Bank 

5,000 

Capital Accounts: — 


Land and Building 

.. 25,000 


Rs. 

Plant and Machinery 

.. 35,000 

A 

35,000 

Furniture and Fixtures 

1,500 

B 

35,000 

Stock . 

.. 20,500 


70,000 

Debtors 

.. 45,000 


Rs. 1,32,000 


Rs. 1,32,000 


They take C into partnership on 1st January 1932, the terms being that he 
shall pay Rs. 5,000 as his share of the Goodwill, the amount to be retained m the 
business and that he shall bring in Rs. 15,000 as capital for a fourth share in the 
future profits. For the purpose of C’s admission, the firm’s assets were agreed 
to be re-valued as under:—Land and Building to be taken at Rs. 30,000. Plant 
and Fixtures to be reduced by 10 per cent and a provision of 5 per cent on debtors 
is to be made for Doubtful Debts. The Stock is to be taken at a value of Rs. 25,000. 
The excess of Capital Accounts of A and B over their due proportions of the 
sharing of profits in the new firm is to be transferred to their respective Loan 
Accounts. Set out the necessary Journal Entries, tl. * Profit and Loss Adjustment 
Account, the opening Balance Sheet of the new firm and the Capital Accounts of 
the partners. 231 

EXERCISE 49 


A and B sharing profits in proportions of three-fourths and one-fourth showed 
the following as their Balance Sheet on 31st December 1931 :— 




Rs. 


Rs. 

Creditors 

. , 

37,500 

’ Cash at Bank 

.. 22,500 

General Reserve 

. . 

4,000 

Bills Receivable 

3,000 

Capital Accounts: -- 

Rs. 

Debtors 

.. 16,000 

A 

30,000 


Stock 

.. 20,000 

B 

16,000 

46,000 

Office Furniture . f 

- Land and Buildings .. 

1,000 
.. 25,000 




Rs. 

87,500 


Rs. 87,500 


They admit C into partnership on 1st January 1932, on the following terms:— 

(1) That C pays Rs. 10,000 as his Capital for a fifth share in the future profits. 

(2) That a Goodwill Account be raised in the books of the new firm at a value 
of Rs. 20,000. 

(3) That Stock and Fixtures be reduced by 10 per cent and a 5 per cent 
Reserve for Doubtful Debts be created on Debtors. 
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^ (4) That the value of Land and Buildings be appreciated by 20 per cent 

(5) That the Capital Accounts of all the partners be re-adjusted on the basis 
of their profit-sharing arrangements and any additional amount be temporarily 
credited to their Current Accounts and be immediately withdrawn by them. 

Set out the Journal Entries, the Profit and Loss Adjusthient Account, the 
Capital Accounts of the partners, the Goodwill Account and the opening Balance 
Sheet of the new firm. 232 

EXERCISE 50 

A, B and C are partners, sharing profits 2!5ths, 2|5ths and l|5th respectively 
and their Balance Sheet on 31st December 1927.showed as follows:— 



Ra. 


Rs. 

Creditors 

.. 29,000 

Cash at Bank 

4,000 

Capital Accounts: — 

Rs. 

Debtors 

.. 30,000 

A 

30,000 

Stock 

.. 45,000 

B 

20,000 

Plant and Fixtures .. 

.. 20,000 

C 

20,00? 

* 



- 70,000 



. 

Rs. 99,000 


Rs. 99,000 


C dies on 1st September 1928 and the deed provides that the estate of the 
deceased shall be entitled to a share of the profits upto the date of death based 
on the profits of the previous year, together w’ith a share in respect of Goodwill 
to be calculated on the basis of two years’ purchase of the average net profits of the 
previous three years. The net profits of the years 1925, 1926 and 1927 were Rs. 20,000, 
Rs. 22,000 and Rs. 18,000 respectively. C had withdrawn Rs. 1,500 from the date 
of the last Balance Sheet to the date of his death and 6 per cent Interest was agreed 
to be credited on the Capital of each partner. The whole amount due to the deceased, 
as at 1st September 1928, was to be temporarily credited to his Loan Account opened 
in the name of the Executors. Write up C’s Account. 238 

EXERCISE 51 

Following up the above illustration, show how the Account of the Executors 
will appear in the partnership books, assuming that it was agreed between the 
surviving partners and the Executors of the deceased that the amount due to the 
latter b£ paid to them within 3 years by six-monthly instalments of Rs. 5,500 each, 
interest at 6 per cent being calculated on the Balance owing with half-yearly 
rests. 239 

EXERCISE 52 

E, F and G are in partnership, sharing profits equally. E dies on 31st March 
1931, and the partnership deed provided inter alia that:— 

(1) The share of a deceased partner’s Capital Account shall be taken at the 
balance of his Capital Account as at the date of the last financial close leas the 
withdrawals, if any, made to the date of death. 

(2) That his share of profit to the date of death shall be calculated on the 
basis of the average of the three preceding years. 

(3) That the Goodwill of the firm shall be taken at one year’s purchase of the 
average profits of the three preceding years. 

(4) That the firm’s Freehold Property shall be taken at an independent 
valuation. 

The firm’s last Balance Sheet was as under:— 


♦ 

BALANCE SHEET OF E, F and G 



As at 31st December 1930 




Rs. 


Rs. 

Creditors 

t • • ■ 

18,900 

Cash at Office 

500 

Capital Accounts:— 

Rs. 

Cash at Bank 

4,500 

E 

.. 30.000 


Debtors 

.. 10,000 

F 

.. 20,000 


Stock 

.. 15,000 

G 

.. 20,000 


Freehold Property 

.. 40,000 



70,000 

Goodwill 

.. 18,900 

• « - 

Rs. 

88,900 


Rs. 88,900 
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Freehold Property was valued at Rs. 58,000. 

The profits for the five yean ended 31st December 1930 were:— 

Rs. 

1926 . 11500 

1927 .. •• •- .. 14,000 

1928 .. .. •• .. 9.000 

1929 .. .. .. .. .. 8,000 

1930 .. •• •• .10,000 

Pass the Journal Entries and show E’s Capital Account and the Balance Sheet 
of the surviving partners. Show also how the Balance Sheet will appear if the 
Goodwill Account is wiped off from the books of the firm. 240 


EXERCISE 53 

X and Y amalgamate their businesses on 1st January 1932, their Balance Shpet 

being as follows: — . .' 

• k 

BALANCE SHEET OF X 


Creditors 

its. 

.. 25,000 

. Cash at Bank * 

,4 

ns. 

2,500 

Loan from Mrs. X .. 

7 500 

Debtors 


20,000 

Capital 

.. 35,000 

Stock 


15,000 



Furniture and Fixtures 

. . ' 

2,000 



Plant 


28,000 


Rs. 67,500 


Rs. 

67,500 


BALANCE E 

• 

SHEET OF Y 




Rs. 



Rs. 

Creditors 

.. 40,000 

Stock 


25,000 

Capital 

.. 23,000 


Rs. 




Debtors 

25,000* 




Less Reserve 

1,000 






24,000 



Bills Receivable 

• « 

2,000 



Plant 

• * 

12,000 


Rs. 63,000 


Rs. 

63,000 


The following adjustments were agreed upon:— 

(a) The Goodwill of X and Y was agreed at Rs. 7,500 and Rs. 5,000 respectively; 
(b) The Plant of X was to be depreciated by 10 per cent and that of Y was to be 
taken at book value; (c) 5 per cent Reserve for Doubtful Debts was to be created 
on Debtors of both the parties; (d) X’s Stock was to be appreciated by 15 per cent 
and Y’s to be depreciated by 5 per cent; (e) X’s Fixtures were taken over at 
Rs. 3,000 and the creditors of each were brought in less 5 per cent Reserve for 
Discounts; (/) The private liability of X and th? Bills Receivable of Y were not 
brought in; (p) Y is to be credited with Rs. 2,300 for Patent Rights which he 
possesses and which are to be deemed as partnership property ; (hj X brought in 
his Bank balance and Y was to bring in the necessary amount in cash in order to 
equal his Capital to that of X. 

Pass Journal Entries recording the Assets and Liabilities brought in and 
prepare the opening Balance Sheet of the amalgamated firm. 241 

EXERCISE 54 

X, Y and Z are in partnership, sharing profits in proportions of 3|7ths, 3|7ths 
and 117th respectively. On 31st December 1930, Y retires, and the Balance Sheet 
■of the firm on that date was as follows:— 
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BALANCE SHEET OF X, Y and Z 



As at 31st December 1930 


Sundry Creditors 

Rs. 

6,000 

Bills Receivable 

Rs. 

4,00(1 

Current Accounts: — 

Rs. 

Sundry Debtors 

.. 20,000 

X 

3,000 

Goodwill 

5,000 

Y 

3500 

Stock 

.. 14,000 

Z 

2,000 

Fixtures 

1500 


8500 

Cash at Bank 

2,000 

Capital Accounts: — 

X 

Y 

Z 

10,000 

12,000 

10,000 

- 32,000 

Rs. 46500 


Rs. 46500 

The partnership deed provided that. 

in the event of a 

partner retiring, the 


Assets and Liabilities except Goodwill were to be taken as per the last Balance 
Sheet. Goodwill was to be valued at twice the average annual profits calculated 
on the basis of the five years immediately preceding the retirement. The profits 
were 1926, Rs. 4,010; 1927, Rs. 6,000; 1928, Rs. 8,000; 1929, Rs. 10,000; 1930, Rs. 5,000. 
You are to ascertain the amount payable to Y on retirement and to transfer the 
same to a Loan Account in his name, working the problem on the assumption that 

(a) the continuing partners decide to maintain Goodwill Account at its full value, 

(b) that they decide to leave Goodwill Account at its original value, and (c) that 

they decide to wipe off Goodwill Account from their books, showing Journal Entries 
and the adjusted -Balance Sheet under each circumstance. 237 

EXERCISE 55 

C, D and E were partners, sharing profits in the proportions of one-half, one- 
third and one-sixth respectively. The Balance Sheet of the firm on 31st December 
1931 was as follows : — 




Rs. 



Rs. 

Sundry Creditors 

, , 

19,000 

Cash at Bank 


2500 

Bills Payable 


5,000 


Rs. 


Reserve Fund 


12,000 

Debtors 

16,000 


Capital Accounts: — 

Rs. 


Less Reserve 

500 


C 

40,000 




15500 

D 

30,000 


Stock 

, , 

25,000 

E 

25,000 


Motor Vans 


8,000 


— 

95,000 

Plant and Machinery 

# , 

35,000 




Factory Building 

•• 

45,000 


Rs. 

1,31,000 


Rs. 

151,000 


D retires on that date subject to the following adjustments: — 

(1) The Goodwill of the firm .to be valued at Rs. 18,000; 

(2) Plant t^ be depreciated by 10 per cent and Motor Vans by 15 per cent; 

(3) Stock to be appreciated by 20 per cent and Building by 10 per cent; and 

(4) The Reserve for Doubtful Debts to be increased by Rs. 1,950. 

Pass the Journal Entries, give the Capital Account of D, the Profit and Loss 
Adjustment Account, the Goodwill Account and prepare the Balance Sheet of the 
continuing partners, as at 1st January. 236 

EXERCISE 56 

P and Q agree to dissolve partnership on 31st December 1932 on which date 
their Balance Sheet was as follows:— 
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Rs. 

Sundry Creditors 

6,000 

P’s Loan Account 

8,000 

Capital Accounts: — 

Rs. 

P 

20,000 

Q 

10,000 


30,000 


Rs. 44,000 



Rs. 

Cash 

.. 1,000 

Sundry Debtors 

5,000 

Stock 

.. 20,000 

Plant and Fixtures 

.. 14,000 

Goodwill 

4,000 


Rs. 44,000 


Hie partners share profits and losses in proportion to their capitals. 

The Sundry Debtors realised Rs. 4,200, Stock Rs. 18,000, Plant and Fixtures 
20 per cent less than the book value, and the Goodwill Rs. 6,000. The creditors 
were paid off at a discount of 5 per cent and the costs of dissolution amounted 
to Rs. 600. 

Pass the necessary Journal Entries to show the process of realisation and open 
the dissolution accounts showing the final disposal of cash balance. 24ti 

EXERCISE 57 


On 30th June 1931, X and Y who have been trading in partnership and sharing 
profits in 2|3rds and l|3rd decide to dissolve and trade sepmrately. Their Balance 
Sheet on that date showed as follows: — 


• 


Rs. 


Rs. 

Creditors 

• • • • 

13,000 

Cash at Bank 

2,000 

Reserve Account 

, 1 , , 

3,000 


Rs. 

Current Account 

Rs. 


Sundry Debtors 

12,500 

X 

1,500 


Less Reserve 

500 

Y 

1,500 


• 

12,000 



3,000 

Investments 

5,000 

Capital Accounts 

; — 


Stock 

.. 29,000 

X 

.. 20,000 


Furniture and Fixtures 

1,000 

Y 

.. 10,000 






30,000 




Rs. 

49,000 


Rs * 49,000 

X agrees to 

discharge the 

liabilities 

and takes over the B.-mk 

balance. He 

also takes over the Book Debts 

at Rs. 10,000, Y takes over the Stock at Rs. 30,000. 


Fixtures at Rs. 900, and the Investments at Rs. 8,500. Y is allowed to carry on 
the trade in the old Firm’s name on his taking over tl e Goodwill at Rs. 9,000. 

Pass the necessary Journal Entries, show Realisation Account and the Capital 
Accounts and prepare Balance Sheet showing the final position of the partners. 247 

EXERCISE 58 

Slow and Sure have been in business together for the three years ending 
with 31st December 1931, at which date they agree to dissolve. The Capital at the 
commencement was, Slow Rs. 20,000 and Sure Rs. 15,000. Slow takes over the 
busimss and agrees to pay Sure Rs. 5,000 for his share of Goodwill. Slow ami 
Sure both have drawn Rs. 3,000 and Rs. 4,000 per annum each of the three years. 
The profits were Rs. 10,500, Rs. 12,000 and Rs. 15,000 respectively. 

Give Journal Entries, Capital Accounts and Realisation Account^ assuming that 
the outgoing partner has been paid but. 248 

EXERCISE 59 

On 1st January 1930, A, B and C commenced business in partnership, sharing 
profits and losses in the proportion of 1|2, l|3rd and l|6th respectively- They 
paid into their Bank Account as their Capital Rs. 40,000 being Rs. 20,000 by A, 
Rs. 15,000 by B and Rs. 5,000 by C. During the year, each partner withdrew 
Rs. 2,000 and on 31st December 1930, they dissolve their partnership, A taking 
up stock at an agreed valuation of Rs. 7,000, B taking up furniture at Rs. 1,000 
and C taking up debtors at Rs. 5,000. After paying off their creditors, there 
remained a balance of Rs. 3,000 at the Bank. 
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Prepare the necessary accounts showing the distribution of cash at the Bank 
and of the further cash brought in by any partner or partners as the case required. 


EXERCISE 60 

A and B were in partnership and agreed to dissolve. The assets realised 
Rs. 75,000. The liabilities were as followsSundry Creditors Rs. 45,000, Loan 
from A Rs. 20,000, A’s Capital Rs. 10,000 and B’s Capital Rs. 15,000. They share 
profits and losses in proportions of A 3|4ths and B l|4th. 

Show by means of accounts how the cash realised should be distributed. 250 

EXERCISE 61 

The following is the Trial Balance of the firm of P, Q and R, on 31st December 
1931: — 


Freehold Property 

(Bbmbay) 




Rs. 

.. 45.000 

Rs. 

Leasehold Property 

(Calcutta) 




.. 15,000 


Leasehold Property 

(Rangoon) 




.. 12,000 


Investments 





6,000 


Office Furniture ' 





1,000 


Stock (Bombay) 





.. 18,000 


Stock (Calcutta) 





.. lH.noo 


Stock (Rangoon) 





.. 14,000 


Sundry Debtors 





.. 12,500 


Sundry Creditors 






18500 

Capital, P 

• ■ . . 





50,000 

Capital, Q 

• • . • 





45,000 

Capital, R f 

• . . . 





30,000 

Cash at Bank 

.. 




4,000 



Rs. 1,43,500 1,43500 


They agreed to dissolve on this date on the following terms:— 

(a) The Freehold Property was sold and realised Rs. 50,000, the Investments 
realised Rs. 7 , 500 , Debtors Rs. 11,500 and Office Furniture Rs. 600. 

(b) P retired from the business altogether. 

(c) Q took over the Calcutta business and the assets in connection therewith 
at book values, the Goodwill thereof being valued at Rs. 10,000. 

(d) R took over the Rangoon business and the corresponding assets at book 
values, the Goodwill for this purpose being valued at Rs. 5,000. 

(e) The expenses of realisation amounted to Rs. 1,200. 

(/) The Bombay Stock was taken over by Q and R equally at book value. 

(g) The partners shared profits in the proportions of three-fifths, one-fifth 
and one-fifth. • 

Pass the entries necessary to cloee the books, assuming that each partner 
finally settled his account with the firm. Open also the necessary accounts to show 
the working. 251 


EXERCISE 62 

C, D and E are in partnership, C contributing Rs. 15,000, D Rs. 11,000 and E 
Rs. 10,000 as Capital on 1st January 1929. D advances Rs. 6,000 to the firm after 
six months at 6 per cent interest. Interest on Capital is agreed by the partners 
to be taken at 5 per cent. The first year’s profits before charging interest on 
Capital amounted to Rs. 9,000 and the second year showed a loss of Rs. 3,000. 
Each partner withdrew Rs. 1,000 per annum in anticipation of profits. E dies on 
31st December 1930 and the partnership is at once dissolved. The assets valued 
at Rs. 52,000 realise Rs. 30,000 and the outside liabilities amounting to Rs. 10,000 
are satisfied on payment at Rs. 9,000. You are requested by the surviving partners 
to prepare the necessary accounts showing the final iiistribution. 252 
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EXERCISE 63 


The Balance Sheet of A, B and C stood as follows on 31st December 1931 




Rs. 


Ra. 

Rs. 

Creditors 

• • » • 

17,000 

Cash at Bank 


6,200 

Bills Payable 

• • • • 

1,200 

Sundry Debtors 

20,000 


Capital Accounts: — 

Rs. 


Less Reserve 

1,000 


A 

.. 20,000 




19,000 

B 

.. 20,000 


Stock 

m m 

22.000 

C 

.. 10,000 


Machinery and Plant 

a m 

15,000 



50,000 

Fixtures 

a m 

1,500 




Goodwill 

•• 

4,500 


Rs. 

68,200 


Rs. 

68,200 


It was decided to sell the business to the X, Y, Z & Co., Ltd., on the Company 
agreeing to allot 6,000 fully paid shares of Rs. 10 each in full satisfaction of the 
purchase consideration. The Company assumed the liabilities except the Bills 
Payable and took over the assets excepting the Bank Balance. The partners shared 
profits and losses in proportions of one-half, one-third and one-sixth respectively. 
Pass Journal Entries and prepare accounts showing the final Settlement as regards 
the partners, asstuning that the shares were duly allotted. 253 


EXERCISE 64 • 


The following two firms carrying on separate businesses decided to amalgamate 
op the terms as undemoted :— 

. 1. That the new partnership to take over the stock of both the firms at 10 
per cent less their book values and that 5 per cent Reserve for Doubtful Debts 
be created before taking over the Book Debts. 

2. That the Leasehold Premises of X and Y be taken over at Rs. 12,000 and 
the Trade Fixtures of A and B and X and Y be taken over at Rs. 1,500 and Rs. 2,000 
respectively. 

3. The liabilities of both the firms are taken over less 5 per cent Reserve for 
Discounts. 

4. That X and Y who were sharing profits 2(3 and 1|3 should divide between 

themselves half the share of net profits in the new firm and should contribute 
Capital of Rs. 30,000 in like proportions. * 

5. That the firm of A and B (equal partners) be credited with Rs. 10,000 for 
Goodwill and must provide cash to make their Capitals equal to half the joint 
Capitals of the new partnership and take half share in profits. 


« BALANCE SHEET OF A AND B 




Rs. 


Ra. 

Ra. 

Creditors 

• • • • 

11,000 

Cash at Bank 

a m 

L500 

Capitals:— 

Rs. 


Debtors 

.. 10,006 


A 

.. 10,000 


Less Reserve 

500 


B 

.. 10,000 




9,500 



20,000 

Stock 

• • • • 

18,000 




Trade Fixtures 

• 

■ ' 

2,000 


Rs. 

31,000 

• 

Rs. 

31,000 


BALANCE SHE! 

IT OF X AND Y 





Rs. 

• 


Rs. 

Creditors 

■ • . » 

30,000 

Cash at Bank 

• • t 

5,500 

Capitals:— 

Rs. 


Debtors 

• • • ■ 

12,000 

X 

.. 14,000 


Stock 

• • • « 

15,000 

Y 

7,000 


Trade Fixtures 

* . • • 

3,000 



21,000 

Leasehold Premises 


15,500 


Rs. 

51,000 


Ra. 

51,000 


Pass the necessary adjusting entries in the books of both the firms to give 
effect to the above arrangement and show the necessary Ledger Accounts. Pass 
Opening Entries in the new Partnership Books and show the opening Balance 
Sheet. 254 
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EXERCISE 65 

A, B and C are partners sharing profits 1{2, 1|3 and 1|6. On 31st December 
1931, the following was the Balance Sheet of the firm on which date it was decided 
to dissolve the partnership:— 



BALANCE SHEET 



Rs. 


Rs. 

Creditors 

2,500 

Cash at Bank 

2,000 

Capital Accounts: — 

Rs. 

Sundry Assets 

.. 15,000 

A 

12,000 

C*s Capital Account .. 

3,500 

B 

6,000 




18,000 




Rs. 20,500 


Rs. 20,500 


A took over the business, paying Rs. 12,000 for the “ Sundry Assets.” The 
Goodwill of the firm wa* valued at Rs. 6,000. Show the final adjustment amongst 
the partners, (1) where C is solvent and satisfies his indebtedness, and (2) where 
C is insolvent and is unable to bring in anything against his deficiency. 256 

EXERCISE 66 

The Balance Sheet of P, Q and R showed as under on the date the partners 
determined upon dissolution:— 


BALANCE SHEET 


Creditors 

Rs. 

.. 30,000 

Cash at Bank 


Rs. 

5,000 

P's Loan Account 

5,000 

Sundry Assets 

. , 

57,000 

Capital Accounts: — 

Rs. 

Current Accounts: — 

Rs. 


P 

20,000 

Q 

5,000 


Q 

10,000 

R 

4,000 


R 

Current Account—P 

5,000 

- 35,000 

1,000 

Rs. 71,000 


Rs. 

9,000 

71,000 


The Assets realised Rs. 21,000. Show the final adjustment of Accounts among 
the partners assuming that Q is insolvent and nothing was obtained from his 
estate. 257 


EXERCISE 67 

The Balance Sheet of the firm of X, Y and Z, sharing profits and losses in 
proportions of 2{5ths, 2j5ths and l|5th, showed the final position on dissolution 
thus:— 


BALANCE SHEET 


X’s Capital 

Vs 

Z’s 


Rs. 

.. 17,000 

3,000 
1,500 

Rs. 21,500 


Cash 

Realisation 

Loss 


Account— 


Rs. 

6,500 

.. 15,000 

Rs. 21,500 


State what the position between the partners would be, assuming that Z is 
insolvent and is unable to bring in anything in respect of his deficiency. 258 


EXERCISE 68 

The Balance Sheet of A, B, C and D showed the following position on 
dissolution:— 



Creditors 

Capital Accounts: — 
A 
B 

Realisation Account— 
Profit 


CONSIGNMENT 

ACCOUNTS 
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BALANCE SHEET 



Rs. 



Rs. 


10,000 


Cash at Bank 

.. 34,000 

Rs. 


C’s Capital Account .. 

.. 10,000 

15,000 

10,000 



D’s Capital Account .. 

3,000 

25,000 




• • 

12,000 




Rs. 

47,000 



Rs. 47,000 


Show the final adjustment among the partners assuming that C is insolvent. 
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EXERCISE 69 


The Balance Sheet of P, Q and R showed as under upon dissolution after the 
whole of the assets were realised 

BALANCE SHEET 




Rs. 

Creditors 

• * 

7,000 

4,000 

Q’s Loan Account 

• • 

Capital Accounts:— 

Rs. 

• P 

15,000 


Q 

10,000 


> 

Realisation Account— 


25,000 

Profit 

•• 

9,000 


Rs. 

45,000 


Rs. 

Cash at Bank , 40,000 

R's Capital Account .. 5,000 


Ra. 45,000 


Show the final settlement between the partners assuming that R is insolvent. 
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EXERCISE 70 


A, B and C, partners in a business, decided to dissolve partnership. After 
realising the assets and paying off the liabilities, the position of the firm was as 
under: — 



BALANCE SHEET 



Rs. 


Rs. 

Capital Accounts: — 


Cash at Bank 

.. 33,000 

A 

.. 30,000 

C’s Capita! Account .. 

5,000 

B 

.. 20,000 

Realisation Account- 
Loss 

.. 12,000 


Rs. 50,000 

» 

Rs. 50,000 


Assuming that C is insolvent and the firm receives 8 annas in the Rupee 
from his estate, show the final adjustment between the partners. 261 


/ 

.CHAPTER XIV 

CONSIGNMENT accounts 

Manufacturers anfl producers of all kinds generally employ agents 
in their own as als<y in foreign countries to dispose of their products. 
The agents thus etrlployed merely hold the goods to be sold by them 
on behalf and at thj e risk of their principals, and are remunerated for 
the services rendered in shape of commission by way of a certain per¬ 
centage on the g^oss proceeds realised from the sales. 
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Goods which are sent in this way are said to be “ on consignment ” - 
and, of course, cannot be treated as ordinary sales. Consignment 
transactions are, therefore, passed through the Journal. ' J 

OUTWARD AND INWARD CONSIGNMENTS 

To the principals, the goods thus sent out would be known as 
“OUTWARD CONSIGNMENTS”, whereas to the agents, they would 
be known as “ INWARD CONSIGNMENTS ”. The persons sending 
out the goods are called CONSIGNORS, and those receiving the goods 
are called CONSIGNEES. 

PRO FORMA INVOICE 

Although the consignee does not buy the goods but only agrees 
to sell them on behalf of the consignor, it is usual for the con¬ 
signor to make out an invoice called a “ Pro Forma Invoice ” and send 
it along with the consignment. Such an invoice would contain parti¬ 
culars as to the description, quantity and price of the goods, marking, 
packing, etc. The price quoted would represent a certain percentage 
above cost and the minimum under which the consignee is not supposed 
to sell. 

CONSIGNMENT ACCOUNT 

In the books of the consignor, a separate account will have to be 
opened for each such consignment in order that the exact profit or 
loss on each consignment can be ascertained. Each such account would 
be debited with the cost of the goods sent out and all the expenses 
incurred thereon by the consignor as well as the consignee. It will then 
be credited with the gross proceeds realised from the sale and the value 
of closing stock, if any. As a result of these entries, the Consignment 
Account will show what profit or loss is made thereon. 

CONSIGNMENT EXPENSES 

When goods are sent abroad on consignment, the consignor will have 
to incur some expenses by way of Carriage to the Docks, Freight, Insur¬ 
ance against loss on transit, etc. All such expenses incurred on any 
consignment must be kept quite distinct from the other business expen¬ 
ses and should be charged to the Consignment Account. 

ADVANCE AGAINST CONSIGNMENT 

The consignee is usually asked to reiiPt a certain sum of money as 
an advance against the consignment, and on 5 uch amount being received, 

the same is credited to the Personal Account'* °f the consignee. 

•* 

SPECIAL CONSIGNMENT BOOKS 

Where the consignments are numerous, it is u su®! the consignor 
to keep a separate book called the “ Consignments Pay Book ” in which 
would be entered the particulars of each consignment, the name of the 
plaoe to which the goods have been sent, the name of the consignee and 
the terms and conditions on which the consignee is'to act. Each con¬ 
signment is given a Tunning number for facility of Reference and the 
same number is indicated on the corresponding Ledge** Account. 
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*■ 

Similarly, where a consignee receives several consignments from 
time to time, he maintains a detailed record of these in a special book 
styled “ Consignments Received Book,” or “ Consignments Inward 
Book*’ 


ACCOUNT SALES 

At periodical intervals, the consignee accounts to the consignor by 
means of a statement called Account Sales. In the Account Sales 
rendered by the consignee "to the consignor, the former would give 
details of the goods sold by him, the price realised, the expenses incur¬ 
red by him, the commission payable to'him, and.the net amount due 
to the consignor. 

The following illustration will show how an Account Sales is made 
out: — 

Example 76 

Make out an Account Sales from the following particulars:— 

C. Gupta & Co. of Bombay consigned to D. Simon & Co. of London, 200 tons 
of Grain per sa. Rawalpindi. The latter sold the lot at 60s. per 280 lbs. bag. They 
paid for Freight 30s. per ton, £250 for Dock dues, £125 for Marine Insurance, and 
JC145 for Brokerage. Their commission was agreed at 2£ per cent on the grow 
proceeds. They enclosed a draft for the net proceeds. 


ACCOUNT SALES , 

Of 200 tons of Grain ex s.s. Rawalpindi, soi'd by order and for Account of 
C. Gupta & Co. of Bombay by D. Simon & Co., London. 


Gross Proceeds of 200 tons of Grain at 60s. per 280 lbs. 
bag = 1,600 bags 


Lew Charges:— 



£ 

Freight 30s. per ton 

, , 


300 

Dock Dues 

• • • • 


250 

Marine Insurance 

. • , , 


125 

Brokerage 

, , g • • 


145 

Commission 

• • i i . 


120 


£ 

4,800 


s. <L 

0 0 


940 0 0 


Net proceeds as per draft enclosed £3,860 0 0 


EL L OJL 

London, (Signed) D. SIMON & Co. 

1st January 1941. 

ENTRIES IN CONSIGNOR’S BOOKS 

(1) On goods being sent out, debit Consignment Account and cre¬ 
dit Goods sent on Consignment Account with the actual cost price of 
the goods. 

(2) For the expenses incurred on the consignment by the con¬ 
signor, debit Consignment Account and credit Bank. 

(3) In respect of any amount received by way of advance from 
the consignee, debit Bank Account and credit the Consignee’s Personal 
Account. 

(4) If the consignee accepts a bill drawn on him, debit WiTU 
Receivable Account and credit his Personal Account. 










272 


DOtlBXJS-KNTBY BOOK-KEEPING 


(5) On rec eipt of Acc ount Sales from tl^e oonsignee, debit, the 
Consignee's Personal Accountant credit the Consignment Account with 
the Gross Proceeds of sales. 

(6) With the expenses incurred by the consignee, debit the Con¬ 
signment Account and credit the Personal Account of the Consignee. 

(7) With regard to the stock of unsold goods on consignment, if 
any, debit the Consignment Stock Account and credit the Consignment 
Account at cost price. 

(8) The Consignment Account will now show the profit or loss 
on Consignment, and will be closed by transfer to the Profit and Loss 
Account. 

(9) The balance of the Consignee’s Account will indicate the 
amount due by him. On his remitting the amount due by him, Bank 
or Bills Receivable Account will be. debited and his Personal Account 
will be credited. 

(10) At the end of the trading period, the credit balance on 
Goods sent on Consignment Account will be transferred to the credit 
of Trading Account. 

(11) The debit on Consignment Stock Account will be shown by 
the Consignor as an asset in his Balance Sheet, and the account will 
be closed by balance. 

ENTRIES IN CONSIGNEE'S BOOKS 

(1) On receipt of each consignment, the consignee will record the 
fact in a special book called the “ Consignments Received Book ”, giving 
details of the goods received, the invoice value, and the terms and con¬ 
ditions of sale. No entry will, however, be made debiting and crediting 
any account until actual sales are effected. 

(2) From time to time, as the consignee effects sales, he would 
debit the Purchaser’s Account or Bank Account and credit the Con¬ 
signor’s Personal Account with the amount of the sales. 

(3) In respect of the various expenses incurred by him by way of 
Dock Charges, Warehouse Rent, Carriage, etc., he would debit the Con¬ 
signor’s Personal Account and credit Bank. 

(4) He would also debit the Consignor’s Personal Account and 

credit Commission Account with the amount of commission due to him¬ 
self. " ‘ ' 

(5) On his remitting cash or accepting a bill drawn by the con¬ 
signor as an advance against consignment, he would debit the Consig¬ 
nor’s Personal Account and credit Bank or Bills .Payable Account. 

(6) The balance bn Consignor’s Personal Account will show the 
amount due by him to the consignor. On his remitting the amount 
of the balance, the Consignor’s Personal Account would be debited 
and Bank or Bills Payable Account would be credited. The Consignor’s 
Account would thus be closed. 

. Note.—It should be noted that the consignee, being an agent for the consignor, 
should not mix up his own stock of goods with the unsold balance of goods on 
consignment. The consignee cannot show the value of stock of consignment goods 
unsold, if any, as an asset in his Balance Sheet, as such goods do not belong to 
hint, but are held by him merely as an agent fof the consignor. 
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Example 77 

(1) The firm of P. Ramdas & Co. of Calcutta consigned to Vora k Co. of 
Rangoon 50 cases of Piecegoods valued at Rs. 350 each. 

(2) The consignors paid freight and insurance thereon Rs. 1,800. 

(3) They received as an advance from Vora k Co. Rs. 8,000. 

(4) Received an Account Sales from Vora & Co. giving particulars as under:— 

Gross proceeds Rs. 28,000, expenses of Warehousing, Carriage, 
Dock Dues, etc. incurred by them amounted to Rs. 900, and their 
commission to Rs. 1,000. 

(5) Received a Bank Demand Draft of the balance due by them on the 
consignment. 

From the above particulars, pass Journal Entries and prepare the necessary 
Ledger Accounts in the books of Consignors and those of the Consignees. 


IN THE BOOKS OF P. RAMDAS k CO. (CONSIGNORS) 
JOURNAL ENTRIES 



- % 

L.F. 

Rs. 

| Rs. 

Consignment to Rangoon Account 

To Goods sent on Consignment Account 
(Being 50 cases of Pieoegoods at Rs. 350 each sent to 
Messrs. Vora A Co., Rangoon, to be sold on our 
account.) 

Dr. 

• 

i 

17,500 

! 

i 17,500 

^ Consignment to Rangoon Account 

To Bank Account 

(Being payment of Freight and Insurance.) 

Dr. 

1 

1,800 

1,800 

Bunk Account 

To Vora & Co (Consignees) 

( Being amount received from them as on advance against 
the consignment.) 

Dr. 


8,000 

i 

8,000 

Vora & Co. (Consignees) 

To Consignment to Rangoon Account 
(Being the Gross Proceeds of the Consignment as per 
the Account Sales.) 

Dr. 

j 

i 

28,000 

| 28,000 

Consignment to Rangoon Account 

To Vora & Co. (Consignees) 

(Being expenses incurred and their commission as per 
Acoount Sales.) 

Dr. 

f 

| 

1,900 

1,900 

Consignment to Rangoon Account 

To Profit and Loss Aocount 
(Being transfer of profit on consignment.) 

Dr. 

i 

i 

6,800 

6,800 

^ i 

Bank Account ... * ... Dr. 

To Vora & Co. (Consignees) 

(Being Demand Draft received from them for balance l 

due.) 

CONSIGNMENT TO RANGOON ACCOUNT 

18,100 

l 

1 

18,100 

i 

i 



! Rs- 


1 

i 

Rs. 

To Goods Bent on Consignment 
Account 

„ Bank (Freight and Insurance)... 
„ Vora & Co. (Expenses and \ 
Commission) 

„ Profit A Loss Acoount 

1 

1 

: 17,500 
1,800 

! 1.900 
6,800 

By Vora A Co,— 

(Gross Proceeds) 

! 

28,000 

Rs. 

28JU0 

A 


Rs. 

28jOOO 

BA.-1S 
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GOODS SENT ON CONSIGNMENT ACCOUNT 


1 

Re. 


Re. 

To Trading Acoount— 

Transfer 

17,500 

By Consignment to 

Rangoon Account 

17,500 


VORA & CO., RANGOON 



Re. 


Rs. 

To Consignment to 


By Bank 

8,000 

Rangoon Account 

28,000 

„ Consignment to Rangoon 




Account 

1,900 



„ Bank 

18,100 

Re. 

28,000 

Re. 

28,000 


IN THE BOOKS OF VORA & CO. (CONSIGNEES) 
JOURNAL ENTRIES 




L.F. 

Re. 

Re. - 

P. Rnmdae A Co. (Consignors) ... 

To Bank Account 

(Being amount, paid to them aa an advance.) 

... Dr. 


8,000 

8,000 

P. Buni'lus A Co. (Consignors) ... ... 

To Bank Acoount 

(Being expenses paid on consignment.) 

... Dr. 


900 

900 

Bank Account 

To H Kurndaw A Co. (Consignors) 

(Being sale proceeds of 50 oases of Cieoegoods.) 

... Dr. 


28,000 

28,000 

P. Ramdtis A Co (Consignors) ... 

To CommiiHoii Account 
(Being our commission on consignment.) 

... Dr. 


1,000 

1,000 

P. RemdrtH A Co. (Consignors) ... 

To Bank Account 

(Being Demand Draft remitted for the balance.) 

... Dr. 


18,100 

18,100 


P. RAMDAS & CO. (CONSIGNORS) 



Rs. 


Re. 

To Bank 

8,000 

900 

1.000 

18,100 

By Bank 

28,000 

It »i ■ • • 

„ Commieaion Account 

Bank 

* 



Re. 

28,000 

Rs. 

28,000 

SUMMARY 





(1) When goods are sent to an agent to be sold by him on account 
and at the risk of the principal, the transaction is called a Consignment. 

(2) Such a Consignment would be a Consignment Outwards to 
wm principal, and a Consignment Inw&ds.to the agent. 
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(3) Goods sent out on consignment should not be treated as sales, 
and hence they should not be passed through the Sales Book. Con¬ 
signment transactions are, therefore, passed through the Journal. 

(4) In the Books of the Consignor, the account of the Consignee 
is not debited till the receipt of the Account Sales from him. 

(5) The Consignor opens a separate account for each consignment 
in his books. 

(6) Each such Consignment Account is debited with the cost of 
the goods and the expenses incurred by the Consignor. 

(7) On receipt of Account Sales from the Consignee, the latter’s 
personal account is debited with the gross proceeds, and the Consign¬ 
ment Account is credited with the same. 

(8) The Consignee’s expenses and his commission are debited to 
the Consignment Account and are credited to the Consignee’s Personal 
Account. 

(9) If there is any stock of consignment goods unsold, the same 
is brought into the books of the Consignor at cost price by debiting 
Consignment Stock Account and crediting the Consignment Account. 

(10) The Consignment Stock Account is shown by the Consignor 
^ fa an asset in his Balance Sheet. 

(11) The Consignment Account is then closed by transfer to Profit 
and Loss Account. 

(12) If any advance is received from the Consignee, the same is 
credited to the personal account of the Consignee. 

(13) The personal account of the Consignee shows the balance 
ultimately due from him and is closed on his remitting the amount. 

(14) The Consignee does not open a Consignment Account, but 
opens only an account of the Consignor in his books. This account 
is then debited with whatever expenses he incurs on account of the 
Consignor and the Commission due to him. It is also debited with the 
amount, if any, sent by him as an advance. It is credited with the gross 
proceeds realised on sale of the consignment goods. 

(15) The Consignor’s Account will generally represent the amount 
owing by the Consignee, and will be closed on the Consignee remitting 
the amount to the Consignor. 

(16) The Consignee should not bring the value of Inward Con¬ 
signment Stock, if any, in his books, a$ such goods do not belong to 
him, but form the property of the Consignor. 

QUESTIONS ON CHAPTER XIV 

* 

(1) How does a Consignment differ from a Sale ? • 

(2) What is the object of opening a Consignment Account for each 
separate shipment ? 

(3) Define Account Sales and prepare one with imaginary figures. 

(4) Mention the usual entries made in regard to Outward Con¬ 
signment in the books of the Consignor. 

(5) How is the balance of goods unsold dealt with by the Con¬ 
signor ? 

(6) How is the Consignment Account closed ? 
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(7) How is the Credit Balance of Goods sent on Consignment Ac¬ 
count closed ? 

(8) State the usual entries made by the Consignee in his books 
in regard to Consignment Inwards. 

(9) How should the Consignor deal with any amount received by 
him from the Consignee as an advance ? 

(10) How should the Consignee deal with the value of unsold 
balance of goods received on Consignment ? 


EXERCISE 1 


On 1st January, the state of E. Mussa’s business was as follows: — 

ASSETS:—Cash at Bank Rs. 12,000; Goods on hand Rs. 15,000; B. Banaji 
Rs. 2,400: C. Chagla Rs. 2,500 ; D. Dubash Rs.. 1,080; Bills Receivable Nos. 10 and 
11 Rs. 4,000; Freehold Premises Rs. 50,000. 

LIABILITIES:-Bills Payable No. 20 Rs. 3,200; F. Orange Rs. 3,100; W. Wadia 
Rs. 750. 


His transactions for the three months are given below. You are requested 
to enter them in proper Subsidiary Books, post them to the Ledger and make 
out a Trial Balance, Profit and Loss Account and Balance Sheet. You are also 
requested to pass the Closing Entries through the Journal. 


All amounts over Rs. 30 are paid by cheques. All receipts are paid into the 
Bank the same day. 

Rs. 

Jan. 2 Drew and cashed cheque for Office Cash .. 500 

Paid Electric Lighting Bill—Cash 25 

„ 7 Consigned to C. Chagla of Calcutta to be sold on my account 


bnd risk— 

Goods Invoiced at 
Paid charges on above 

„ 10 Drew by arrangement on C. Chagla at 3 months for 
15 Cash Sales 

18 Bought Goods of F. Orange for 2 months bill 

21 Paid W. Wadia . 

21 Discount allowed in addition 
25 Retired Bill No. 20 before due date by cheque 
Received Bank Draft from B. Banaji 
„ 31 Bill Receivable No. 9 from W. Shah for Rs. 2,500 previously 
discounted with the Bank returned this day dis¬ 
honoured, Noting expenses paid by Bank 
„ 31 Paid Trade Expenses—Cash 
„ 31 Gave Cheque-Office Salaries 
„ 31 Gave Cheque—Office Rent 
Feb. 5 Purchased from F. Orange on Joint Account with B. 
Banaji, Goods Invoiced at 
Paid charges thereon 
„ 11 Drew Cheque for Wages 

„ 15 Received of E. Banaji his half cost of goods purchased on 
Joint Account 

„ 18 W. Shah requests a new Bill in place of his dishonoured Bill 
for 3 months, agreeing to pay Rs. 10 Noting expenses 
and Rs, 40 Interest. A new Bill for the whole amount 
was drawn accordingly, which he accepted. 

„ 24 Sold Goods to B. Banaji for 2 months Bill 
„ 25 Received of J. Jehangir in discharge of his account written 
off two years ago 
„ 28 Sold Goods to D. Dubash 
„ 28 Paid F. Orange 
„ 28 Paid by Cheque—Salaries 
„ 28 Paid by Cheque—Rent 
„ 28 Paid by Cash—Sundry Office Expenses 
Mar. 3 Received of D. Dubash 
„ 3 Allowed Discount in addition 

„ 5 Received Sight Draft from C. Chagla 

„ 10 Cash Purchases .. 


4,000 

300 

2,000 

2,750 

1,480 

730 

20 

3,170 

2,400 


10 

20 

750 

100 

3,000 

130 

150 

1,500 


2,950 

350 

1.500 
3,100 

650 

100 

25 

1,070 

10 

2.500 

3.500 
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Rs. 

Mar. 12 Paid for Sundry Expenses—Cheque .. .. .. 40 

„ 15 Sent Bill Receivable No. 10 from S. Sen, for Collection .. 1,500 

„ 16 Sold Goods to W. Wadia . 960 

For which he gave a Cheque of Rs. 1,000 and received the 
difference from Office Cash. 

„ 17 Bill Receivable No. 10, returned by Bank—dishonoured. 

„ 20 Drew Cheque for Wages .. .. 150 

„ 21 W. Wadia's Cheque for Rs. 1,000 returned by the Bank 
dishonoured. 

Paid by Cheque our Bill Payable .. 1,480 

„ 22 Received Account Sales from C. Chagla showing that the 
Goods consigned to him realised Rs. 6,200 and that his 
charges and commission amounted to Rs. 2JjO and Rs. 300 
respectively. 

„ 25 Received Cheque from W. Wadia in settlement of his account. 

„ 25 Bill Receivable No. 11 honoured this day .. .. 2,500 

„ 30 Drew Cheque for Salaries .. .. .. .. 550 

„ 30 Sold the Goods purchased on Joint Accouq£ for Cash .. 4,100 

Our Commission on the above .. .. .. 250 

„ 31 Drew Cheque for private purposes .. .. .. 250 

„ 31 Drew Cheque for Trade Expenses .. .. .. 50 

„ 31 Drew Cheque for Rent .. .. # .. .. 100 

„ 31 Received Bank Draft from C. Chagla for the balance due 
by him. 

„ 31 Remitted half share of profit on Joint Account to B. Banaji. 

Interest on Capital .. .. .. .. 300 

Stock on hand .. .. .. . j* 12,960 


EXERCISE 2 

Dinshaw & Co. of Lahore consigned goods to P. Amin of Karachi on 1st 
September with a pro forma invoice for Rs. 4,000. They paid freight Rs. 300, insur¬ 
ance Rs. 80 and other charges Rs. 20. On 30th October, P. Amin sent an Account 
Sales from which it appeared that half the goods had realised Rs. 3,500; and 
deducting expenses Rs. 130 and his commission at 2 per cent on the gross proceeds, 
he enclosed a draft on the Bank of Karachi for the balance. . Make the entries in 
the books of both the parties valuing the stock at invoice cost plus expenses, show¬ 
ing the necessary Ledger Accounts. * 


EXERCISE 3 

On 1st April, Crompton & Co., London, shipped to Dubash Bros., Bombay, 40 
Motor Cars invoiced pro forma at £250 each. The expenses incurred at London 
were:—Freight £1,950 and Insurance £200. 

The charges incurred by Dubash Bros, in Bombay were:—Landing Charges 
Rs. 500, Storage Rs. 9G0 and Insurance Rs. 780. 

On, 30th October they sold 30 Cars for Rs. 1,22,360 for prompt cash and on 
15th December, the balance at an average of Rs. 4,050 each. On 15th May, 
Crompton & Co., drew a draft on Dubash Bros, for £6,000 which was duly accepted. 
Dubash Bros, are to be paid a commission of 3 per cent on all sales plus 1 per cent 
del credere commission. They remit the balance by Bank Draft. 

Show how these transactions would appear in the*books of Crompton & Co. 
and Dubash Bros. The exchange to be taken at Rs. 14 to the £. 

EXERCISE 4 

On 10th February 1941, Pandit & Sons, Madras, consigned goods valued at 
Rs. 20,000 to Sarkari & Co. of Rangoon, paying Freight Rs. 650. Other Charges 
Rs. 100. On 22nd March, Pandit & Sons received Account Sales showing that half 
the goods had been sold for Rs. 13,000, and that Sarkari & Co. had charged 4 per 
cent Commission on the Rs. 13,000, and had deducted charges on the whole con¬ 
signment amounting to Rs. 480. A sight draft was received by the Bank due to 
Pandit & Sons. Show the Consignment Account in Pandit & Sons' Ledger. -Assum¬ 
ing that Pandit & Sons close their books on 30th March, show how the Consignment 
Account would be closed. 

EXERCISE 5 

On 15th January 1941, Wellington & Co. of Bombay consigned 400 bicycles to 
Seymour & Co. of Calcutta, invoiced at Rs. 100 each. Freight and Charges amount 
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to Rs. 600. Subsequently the following Account Sales are received from Seymour 
it Co.:— 

(a) Dated 15th March, showing that 100 bicycles had been sold at Rs. 145 each, 
less commission at 5 per cent, and charges on whole consignment Rs. 375. 

(b) Dated 10th April, for 150 sold at Rs. 140 each, less commission at 5 per 
cent and charges from the 16th March to date of sale, Rs. 290. 

Show the Consignment Account in Wellington's Ledger. Close the Accounts 
as at 30th April, assuming no further sales had taken place. Show also how the 
above transactions would be recorded in Seymour & Co.'s Books. 

EXERCISE 6 

D. Cowasji & Co. of Calcutta consigned Goods valued at Rs. 7,500 to P. Pavri 
of Karachi. They also paid Freight Rs. 540 and Insurance Rs. 300, and received 
an Advance of Rs. 2,500 from P. Pavri. Received Account Sales from P. Pavri 
showing that part of the goods had realized gross Rs. 8,000, and that his expenses 
and commission amounted to Rs. 850. The Stock unsold was valued at Rs. 2,500. 
Received bill at 1 month fiom P. Pavri for amount due. 

Journalise the above transactions, and show the Consignment Account in the 
Ledger of D. Cowasji & Co. 


EXERCISE 7 

Received Consignment of Goods from B. Bamji of Bombay valued at Rs. 7,500. 
Paid Cartage and expenses, Rs. 200. Sent Bamji bill at one month for Rs. 2,000 
as an Advance. Sold part of the Consignment to R. Rowji for Rs. 3,500, a further 
portion for Cash Rs. 3,500 and the remainder Rs. 3,000 took into stock for our own 
use. Charged Bamji 5 per cent'Commission and sent him sight draft for amount 


Make the necessary Journal Entries to record the above and show B. Bamji's 
account in the Ledger. 

Show also the entries that would be passed in B. Bamji’s books, 
r EXERCISE 8 

Jones & Co. of London consign to Smith & Co. of Melbourne, 50 tons of steel 
at £12 10s. per ton, plus insurance and freight, which cost 15s. per ton, and in due 
course received from Smith & Co., an Account Sales dated 31st December, as 
follows:— 


ACCOUNT SALES OF 50 TONS STEEL, EX. “ORMUZ” 

Captain Robinson, from London, sold on account of Jones & Co., 31st December 

£ *. d. £ s. d. 

165 0 0 
320 0 0 
155 0 0 

- 640 00 

15 0 0 
10 0 
32 0 0 

- 48 15 0 


£ 591 5 0 


Stock of. Steel on hand, 10 tons 

E. & O. E. SMITH & CD. 

Melbourne, 

31st December 19.... 

Write up the Consignment Account in detail in Jones & Co.’s books to 31st 
December 19.... and show the profit to that date. 

* * (Ceuc» Accountants.) 


Sales—10 tons Steel at £16 10s. per ton 
20 tons Steel at £16 per ton 
10 tons Steel at £15 10s. per ton 

Charges—Customs Duty and Stamps 

Unloading, Weighing, Storing Rent 

Fire Insurance 

Commission 5 per cent £640 



CHAPTER XV 

COMPANY ACCOUNTS 

With the continual growth of trade, it was soon found tkat to carry 
on a business on an extensive scale, a much larger amount of capital 
than could be ordinarily provided by a partnership concern was 
required, and as a result, the traders had to invite the public to contri- 
'bute towards the Capital of such concerns. This gave rise to the for¬ 
mation of Joint-Stock Companies. The Companies Acts were then 
brought into force and these made a clear distinction between Private 
Partnerships and Public Companies. 

A Public Company may be defined as an association of individuals 
formed for the purpose of profit, possessing a common capita] contri¬ 
buted by the members composing it, such capital being divided into 
shares of which each member possesses one or more and which are 
transferable by the owner, the liability of each such member being 
limited to the face value of the shares he possesses. 

THE INDIAN COMPANIES AMENDMENT ACT, 1936 

The New Act has introduced considerable changes of a far-reaching 
character affecting the working and management of public companies 
in several directions. 

(1) It contains provisions for fuller information tq be given to 
the prospective shareholders in regard to the affairs of the company 
by the inclusion of several additional matters to be disclosed in the 
Prospectus to be issued. 

(2) It defines the basis for fixing up of Minimum Subscription, 
and prohibits the use of moneys received from prospective shareholders 
until receipt of Certificate of Commencement of Business. 

(3) It regulates the appointment and dismissal of directors and 
managing agents, and while imposing on them fresh responsibilities and 
obligations, it places due restrictions on the powers of management they 
have hitherto enjoyed. 

(4) It places greater facilities in the way of members for acquiring 
a more intimate knowledge of the inner working and finances of the 
company, and grants them better privileges and wider powers of con¬ 
trol over directors and managing agents. The drastic curtailment of 
powers of the managing agents and directors, the compulsory inclusion 
of the Profit and Loss Account and the disclosure of additional matters 
in the Annual Balance Sheet together with the Directors’ Report with 
their opinion on the affairs of the company, the maintenance of Regis¬ 
ter of Contracts with directors and the laying of minutes of General 
Meetings open to inspection of members must all necessarily help in 
this direction. 

(5) It imposes a further duty on the auditors to see to the main¬ 
tenance of proper books of account and to report to the shareholders 
thereon, and confers on them the right to attend General Meetings. 

(6) It empowers the Registrar of Joint-Stock Companies to inves¬ 
tigate cases of fraud brought to his notice. 

(7) It includes for the first time provisions relating to Holding 
Companies and Banking Concerns. 
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(8) It authorises for the first time the issue of shares at a discount 
and the issue of Redeemable Preference Shares. 

DISTINCTION BETWEEN PUBLIC AND PRIVATE 
COMPANIES 

» 

Under the Indian Companies Act a distinction has been drawn 
between Public and Private Companies as follows: — 

A Public Company is one which invites public subscription for its* 
share capital. 

A Private Company is one which by its Articles of Association : — 

(a) Limits the number of its members to fifty (exclusive of per¬ 
sons who are or who have been in the employment of the company). 

(b) Prohibits any invitation to the public for the subscription of 
its shares or debentures ; and 

(c) Restricts the right to transfer its shares. 

(d) The restrictions placed upon Public Companies in regard to 
the filing of prospectus, allotment of shares, appointment of directors 
and commencement of business do not apply to Private Companies. 

(e) A Public Company requires at least seven persons to register 

it, whereas in a Private Company the minimum number of persons 

required is two. 

* 

PARTNERSHIPS AND COMPANIES 

The principal points of distinction between a Private Partnership 
and a Public Company may be summed up as under : — 

(1) The number of members in a partnership firm is limited to 
ten persons in case of banking concerns and to twenty persons in case 
of any other business. Partnerships of more than this number of mem¬ 
bers are looked upon as illegal associations. There js no limit to the 
number of members (shareholders) in a Public Company. 

(2) In a Partnership Firm, all the partners are jointly and indi¬ 
vidually liable for the whole of the debts and liabilities of the firm. In 
a Public Limited Company, the liability of each shareholder is limited 
to the amount represented by the nominal value of the shares held by 
him. 

(3) The Capital of a Partnership Firm can he increased or de¬ 
creased by mutual agreement and is frequently affected either by the 
withdrawal of cash or other assets or by losses sustained or by undrawn 
profits. But the capital of a company is fixed by the Memorandum and 
can only be increased or decreased in accordance with the provisions 
of the Companies Act.* 

(4) In a Partnership Firm, every partner has an equal voice in 
the management, and can legally bind the firm by his dealings with 
the outside world. In case of a company, the management is vested 
in the hands of a few of the shareholders who are called Directors and 
whose actions alone can bind the Company. 

(5) A partner cannot transfer his share in the firm to any other 
person without the consent of the other partners. In a limited com¬ 
pany, the shares are easily transferable. -' 
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, FORMATION OF COMPANY 

Before an association of persons can trade as a limited company, 
it has to obtain registration by filing certain documents with the Regis¬ 
trar of Joint-Stock Companies. The most important documents are the 
Memorandum and Articles of Association. On registration of the Memo¬ 
randum and Articles, together with a declaration that the requirements 
of the Companies Act have been complied with, the Registrar will issue 
a Certificate stating that the Company has been duly registered. 

. MEMORANDUM OF ASSOCIATION 0 / tte StA-U. • 

The Memorandum of Association forms the constitution of the Com¬ 
pany, stating its objects and defining its powers. It must be signed by 
at least seven persons in case of a public company and must contain 
the following particulars : — # 

1. The name of the Company with the word “ Limited.” 

2. The situation of the Registered Office of the Company. 

3. The objects of the Company. 

4. A declaration that the liability of the members is limited. 

5. The amount of capital, and the number and value of the shares 

into which it is divided, bta ' - 

ARTICLES OF ASSOCIATION 

The same seven persons who sign the Memorandum have also to 
sign the Articles of Association which are a set of regulations for the 
management of the Company. The Articles contain regulations as to 
the issue of share capital, the rights of the different classes of share¬ 
holders, the powers and duties of directors, the procedure to be u*Hopted 
at the meetings of directors and shareholders, voting powers, etc. 

The following matters are usually dealt in by the Articles of Asso¬ 
ciation : — 

(1) Share capital and its division into \arious classes. 

(2) Rights attaching to the different classes of shares. 

(3) Calls on shares. 

(4) Underwriting commission. 

(5) Transfer and Transmission of* shares. # 

(6) Lien on shares. 

(7) Forfeiture of shares. 

(8) Conversion of shares into stock. * 

(9) Issue of Share Warrants. 

(10) Alteration of Capital. 

(11) Directors, their number, powers, duties, qualification, remu¬ 
neration, disqualification and rotation. 

(12) Proceedings of Directors. 

(13) General and Extraordinary Meetings. 

(14) Proceedings at-Meetings. 

(15) Voting rights of members. 
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(16) Notices. 

(17) The Common Seal. 

(18) Dividends and Reserve. 

(19) Accounts and Audit, etc. 

(20) Managing Agents, their powers, duties, remuneration etc. 

RESTRICTION ON APPOINTMENT OF DIRECTORS 

No person is capable of being appointed a Director of a Public Com¬ 
pany by the Articles or named as a Director in any Prospectus unless 
he has previously himself or by his agent authorised in writing:— 

(1) Signed and filed with the Registrar of Companies a consent in 
writing to act as such Director; and 

(2) Either signed the Memorandum for the number of shares not 
less than his qualificatipn, if any, or signed and filed with the Registrar 
a contract in writing to take from the Company and pay for his qualifi¬ 
cation shares, if any. 

RESTRICTIONS ON COMMENCEMENT OF BUSINESS 

A Public Company cannot commence business or exercise any 
borrowing powers unless : — 

(1) Shares, wholly payable in cash, have been allotted to the extent 
of the minimum subscription; 

(2) Every.Director has paid cash to the company on shares taken 
up by him to the same extent as the public; 

(3) A Statutory Declaration by the Secretary or a Director to the 
effect that the aforesaid conditions have been complied with, has been 
filed with the Registrar; and 

(4) Where no Prospectus is issued, a Statement in lieu of Pros¬ 
pectus has been filed with the Registrar. 

On filing the above declaration, the Registrar will issue a Certificate 
entitling the company to commence business. 

Though no borrowing powers can be exercised till the aforesaid 
conditions are complied with, a company can nevertheless offer deben¬ 
tures for subscription simultaneously with the shares. 

RESTRICTIONS ON ALLOTMENT OF SHARES 

A Public Company cannot proceed to allotment of shares unless 
the following conditions'are complied with: — 

(1) That the Minimum Subscription as fixed by the Memorandum 
or Articles and named in the Prospectus, or if no amount is so fixed, 
then the whole of the share capital so offered for subscription has been 
applied for. * 

(2) That the amount payable on application of each share is not 
less than 5 per cent of the nominal amount of the share. 

(3) That the sum payable on application has been received in cash 
by the company. (Under the English Companies Act, 1929, it is pro¬ 
vided that if a cheque has been received in good faith and the Directors 
have no reason for suspecting that the cheque will not be paid, it will 
be treated as cash although it may not be cleared before the allotment 
of shares). 
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(4) For the purpose of the minimum subscription, no amount of 
share capital payable otherwise than in cash should be taken into 
account. 

If the aforesaid conditions are not complied with within 120 days 
(40 days in England) after the first issue of the Prospectus, all moneys 
received from the applicants should be returned forthwith. Any default 
in this respect will render the directors jointly and severally liable for 
repayment of the money, 130 days (48 days in England) after the issue 
of the Prospectus, with interest at 7 per cent (5 per cent in England) 
per annum. 

MINIMUM SUBSCRIPTION 

Minimum Subscription is the amount fixed by the Memorandum or 
Articles and named in the Prospectus as the least amount of shares 
which should be subscribed for by the public before the directors can 
proceed to Allotment. If no such amount is fixed, then the whole of 
the capital offered for subscription must be subscribed by the public. 
The object of this provision is to ensure that sufficient capital is availa- 
ble for the requirements of the company before it cbmmences business. 

Under the Old Act, the fixing of the minimum subscription was left 
entirely to the discretion of the directors and there was nothing to pre¬ 
vent ridiculously low figures being fixed by the Articles of Association 
and stated in the Prospectus as the minimum subscription. 

It has now been laid down that in fixing the amount of minimum 
subscription, the directors must make provision for the following : — 

(1) The purchase price of any property acquired or to be acquired 
out of the proceeds of the issue of shares; 

(2) Preliminary Expenses payable by the company; 

(3) Commission payable for procuring subscription of shares*, , 

(4) Repayment of any moneys borrowed by the company in respect 
of any of the foregoing matters; and 

(5) Working Capital. 

It would thus no longer be possible for a public company to fix an 
arbitrary amount as minimum subscription a "id to obtain a certificate 
of commencement of business easily. 

MONEYS RECEIVED FROM PROSPECTIVE SHAREHOLDERS 

Whereas under the Old Act, a qompany could utilise moneys 
received from applicants for shares even before the allotment was made, 
under the New Act, all such moneys have to be banked intact in a 
scheduled bank until the Certificate of Commencement of Business is 
obtained. • 

PROSPECTUS AND ITS CONTENTS * 

The Certificate of Incorporation having been obtained from the 
Registrar, the next step is to obtain the necessary money with which 
to commence business. In case of a Public Company, the invitation to 
the public to subscribe to its share capital is made by means of a Pros¬ 
pectus. The Prospectus usually states the number of shares offered by 
the company to the public, the amount to be payable along with the 
application for each share, the date when the shares will be allotted, 
and the method and time of payment of the various calls. 
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A Prospectus may be defined as any notice, circular, advertisement 
or other invitation, to the public for subscription or purchase of any 
shares or debentures of a company. 

It must be dated and signed by all the directors named therein, 
and a copy must be filed with the Registrar before publication. Every 
copy issued to the public must state on the face of it that a copy has 
been so filed with the Registrar. 

The following is a brief summary of matters which are compul¬ 
sorily required to be stated in a Prospectus, under the Indian Companies 
Act: — 

(1) The contents of the Memorandum (except when published as 
a newspaper advertisement). 

(2) The qualification and remuneration of directors. 

(3) The names, addresses and descriptions of directors and 
managers. 

(4) The minimum subscription and the amount payable on appli¬ 
cation and allotment. 

(5) The amount of purchase money for any property acquired and 
the amount of.goodwill. 

(6) The names, etc. of the vendors, and the amount payable to 
them in cash, shares or debentures. 

(7) The number and amount of shares and debentures issued as 
fully or partly paid up otherwise than in cash, and the consideration 
for which they have been so issued. 

(8) The amount or the rate of Underwriting Commission and Com¬ 
mission on placing shares or debentures. 

(9) The amount or estimated amount of Preliminary Expenses. 

(10) Date of and parties to any material contracts and the time 
and place at which they can be inspected. 

(11) The names and addresses of the Auditors (if any) of the Com¬ 
pany. 

(12) Particulars of any director’s interest in the promotion of or 
in the property proposed to be acquired by the Company, and the 
amount paid or payable to him in cash, shares or otherwise. 

(13) Where the shares are of different classes, the rights of voting 
attached to each class. 

NEW MATTERS IN THE PROSPECTUS 

The Indian Companies (Amending) Act, 1936, includes several new 
matters to be disclosed therein, and these may be enumerated as 
under:— 

(a) Where there are managing agents, their names and addresses 
as also any provision in the Articles or Agreements as to their 
appointment and the remuneration payable to them. 

(b) Where any issue of shares or debentures is underwritten, the 
names of the underwriters with a statement by the directors 
that the former are capable of discharging their obligations. 
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(c) Where any property is to be purchased by the company, the 
price at which the property might have been transferred during 
the two years immediately preceding such acquisition; and in 
case where the property to be purchased is a business, the pro¬ 
fits that have accrued from such business during each of the 
three years prior to such acquisition. 

(d) The amount paid or payable to managing agents as commis¬ 
sion for subscribing shares or procuring subscriptions or as dis¬ 
count on shares to be separately stated. 

(e) In case of a prospectus issued by a company which is a going 
concern, the prospectus must set out a report by the auditors 
stating the profits made by the company and the rates of divi¬ 
dends paid on each class of shares in each of the three years 
immediately preceding the issue of the prospectus. Where no 
dividend has been paid on any class of chares for any of those 
years, the fact must be clearly stated. 

(/) If any running business is to be acquired, the prospectus rtxust 
contain a report by the auditors clearly indicating the profits 
made by such business during each of the last three preceding 
years. There should also be appended a Balance Sheet of that 
business on 8 date not more than 90 days before the issue of the 
prospectus. 

(g) Nature and extent of the restrictions, if any, contained in the 
Articles on rights of shareholders to attend, speak or vote at 
meetings and on their right to transfer shares. 

( h ) Nature and extent of the restrictions, if any, imposed upon the 
directors by the Articles, in respect of their powers of manage¬ 
ment. 

OTHER IMPORTANT REQUIREMENTS OF THE 
AMENDING ACT 

Loan or Guarantee to Director :—The Amending Act forbids grant¬ 
ing of any Loans or guaranteeing of any loan made to a director, or to 
a firm of which such director is a partner, < r to a private company of 
which such director is a director. 

A banking company and a private company other than a subsidiary 
of a public company are exempt from this section. 

Restriction on Contracts viith Company : —It forbids (a) a director 
of the company, or ( b ) the firm of which he is a partner, or (c) any 
partner of such firm, or (d) the private company of which he is a mem¬ 
ber or director from entering into any contract with the company for 
the sale, purchase or supply of goods, exfcept with the consent of the 
directors. • 

Any existing contract or arrangement entered into before the com¬ 
mencement of the Amending Act will not be affected by this section. 

Profit and Loss Account to accompany Balance Sheet : —It requires 
the directors to lay before the shareholders in general meeting a Profit 
and Loss Account along with the Balance Sheet each year, and to file 
these with the Registrar immediately after the general meeting. 

Report of Directors : —The directors are now further required to 
submit a Report along with every Balance Sheet regarding the state 
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of the company’s affairs, and to mention therein the dividend they pro* 
pose and the amounts they recommend to be carried to reserves. 
Hitherto, this was done only as a result of practice. 

Remuneration oj Managing Agents :—The remuneration of a mana¬ 
ging agent appointed after the New Act, must now be based on a fixed 
percentage of the net annual profits. There can be a provision for a 
minimum payment in case of inadequacy of profits and an office allow¬ 
ance to be defined in the agreement. Any additional remuneration or 
one in any form other than as specified above will not be binding unless 
sanctioned by a special resolution of the shareholders. 

Net Profits :—“Net Profits” have been defined as profits arrived 
at after allowing for all the usual working expenses, interest on loans, 
repairs and outgoings, depreciation, bounties or subsidies from Govern¬ 
ment or public bodies, premium on shares sold, sales of forfeited shares, 
or profits from the sale of the whole or part of the undertaking, but 
without any deduction of income-tax or super-tax or any other tax or 
duty on income, or interest on debentures or otherwise on capital 
account, or amounts set aside out of profits for reserves or any special 
fund. 

Loans to Managing Agents : —A company is* now not allowed to 
make or guarantee a loan to a managing agent. This does not apply 
to any credit allowed to a managing agent in a current account for the 
purposes of the company’s business, subject to limits previously 
approved by the directors. 

This does not apply to a private company, unless it is subsidiary 
of a public company. 

Contract with Company :—A managing agent is not allowed to 
enter ‘into any contract with the company for the purchase, sale or 
supply of goods, except with consent of three-fourths of the directors 
present and entitled to vote. 

This will not affect any contract entered into before the commence¬ 
ment of the New Act. 

Right to Receive Copy of Share. Register : —The Amending Act now 
imposes upon every company the duty of supplying copies of the Share 
Register within 10 days from the date of request, exclusive of non¬ 
working days and days when transfer books are closed. 

APPLICATION AND ALLOTMENT OF SHARES 

Attached to the Prospectus is an APPLICATION FORM which 
every applicant for shares is required to fill in. Generally, a certain 
amount per share is asked to be remitted along with the application 
for shares, and it is palled APPLICATION DEPOSIT. The directors 
then proceed to allot shares to the applicants who are called upon to 
pay a further instalment towards the price of the shares. This instal¬ 
ment is known as “ ALLOTMENT MONEY.” The balance due on the 
shares is called up from time to time by the directors as and when 
required, and these instalments are known as “ CALLS.” 

It will thus be seen that the amount due in respect of Share Capital 
is not called in full at the time the shares are allotted but is payable 
in instalments. Thus, a shareholder pays for his shares in this 
maimer:— 
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(1) Part by way of Application Deposit. 

(2) Part on Allotment 

(3) Balance in one or more Calls. 

i 

In order to record details in respect of share capital transactions, 
various specially ruled books are maintained and these are called Statis* 
tical Books. 

DIFFERENT CLASSES OF SHARES 

The Capital of a Public Limited Company is divided into several 
classes of Shares, of which the following are die usual: — 

ORDINARY SHARES carry no special rights or privileges, either 
in regard to capital or profits, but entitle the holders to participate in 
the profits earned by the company after the payment of a fixed dividend 
on the Preference Shares. 

PREFERENCE SHARES are those which confer upon the holders 
preferential rights in regard to payment of dividend, or repayment of 
capital, or both. These shares carry a fixed dividend which is payable 
out of each year’s profits in priority to the ordinary shareholders. Once 
this fixed dividend is paid, the preferential shareholders have no further 
claim on the profits for the period, however large they may be. 

Sometimes, an additional privilege is attached to these shares in 
this way that should the profits of any one period be insufficient to pay 
their fixed dividend, the shareholders will have a prior claim on the 
profits of succeeding period until all arrears of unpaid dividends due 
to them have been satisfied in full. Such shares are called CUMULA¬ 
TIVE PREFERENCE SHARES. 

DEFERRED SHARES are shares which carry the right to si fa re in 
the profits after the Preference and Ordinary Shareholders are paid 
their dividends. 

SHARE CAPITAL 

SHARE CAPITAL represents the total amount of shares subscribed 
by the shareholders to serve as capital for the Company. 

AUTHORISED, NOMINAL OR REGISTERED CAPITAL repre¬ 
sents the total amount of Share Capital authorised by the Memorandum 
of Association and with which the Company is registered. 

ISSUED CAPITAL is the amount of shares* that have been offered 
to the public for subscription for cash and to the vendors as fully or 
partly paid. 

SUBSCRIBED CAPITAL represents that portion of the Share 
Capital as has been taken up by the public and the vendors. 

CALLED-UP CAPITAL represents the amount of money called-up 
on the shares actually subscribed. 

PAID-UP CAPITAL is that portion of the called-up capital as has 
actually been paid up by the shareholders as also the extent to which 
die shares have been issued as paid-up. 

CALLS IN ARREAR represent the extent to which the shareholders 
have not paid the calls made on them. 
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REGISTER OF MEMBERS 

Name ......Date entered ae a Member. 

Address ...Date ceaaed to be a Member. 

Occupation .. 

Dr. CASH ACCOUNT Cr. 



SHARES ACCOUNT 


Shame Aoquired I Shams Transferred I Balance 



UNCALLED CAPITAL is the amount remaining to be called on 
the shares actually issued to the public or the vendors. 


RESERVE CAPITAL represents that portion of the subscribed capi¬ 
tal which has not been called up and which the Company by special 
resolution has declared not to be called up, except in die event of and 
for the purposes of winding-up. 

APPLICATION AND ALLOTMENT BOOK ? 

The Application and Allotment Book is written up from the Appli¬ 
cation Forms received duly filled in by the applicants. These applica¬ 
tions are numbered consecutively in order of dates, and the 
particulars contained therein are entered in appropriate columns in a 
special book called Application and Allotment Book. The directors then 
proceed to allot shares to the applicants. A Letter of Allotment is for¬ 
warded to each allottee showing the number of shares allotted to him 
«nd the amount to be paid by him on allotment. On receipt of allot- 
„ ment moneys, the further necessary details are filled in the same book, 
» the Form of which is shown on page 288/ * 
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CALLS 

After the amount due on allotment is received, the next step for 
the company is to collect the unpaid balance on the shaves by means 
of further Calls. This is done by the directors passing a resolution 
calling upon the shareholders to pay the whole or a part of the balance 
due on die shares allotted. Call Letters are issued for this purpose 
asking the shareholders to pay the amount within a stated period. 

In order to maintain a detailed record of these Calls, a special subsi¬ 
diary book is kept for each Call. Full details are entered in this book 
showing the name and address of each shareholder, the number of shares 
held by him, the amount of call due, the date paid, the amount paid, 
the Cash Bode Folio, etc. This bode serves a useful purpose of show¬ 
ing what amount of call is due from each shareholder, when the same 
is collected and which shareholders are in arrears in respect of their 
Calls. A specimen form of this book is shown on page 288. 

STATISTICAL BOOKS 

From the above, it will be seen that a limited Company has neces- 
-sarily to keep a set of books called Statistical Books in order to record 
details as to the holding of each and every shareholder. These would 
be over and above the usual Financial Set of Books as are ordinarily 
maintained by trading and manufacturing concerns. 

The usual Statistical Books are:— 

(1) An Application and Allotment Book for entering particulars 
of application and allotment of shares (as above explained). 

(2) A separate Call Book for recording particulars of each Cal] (as 
above explained). 

(3) A Register of Shareholders to keep a complete account of eaeh 
shareholder. As a rule, this book is so ruled as to contain 
within itself the whole of the information required to be embo¬ 
died in the Register of Members, which is a Statutory Book. 

(4) A Register of Transfers to record transfers of shares from hand 
to hand. 

(5) Shareholders’ Dividend Book. 

(6) Register of Debenture-holders. 

(7) Debenture Transfer Register. 

(8) Debenture Interest Book. 

STATUTORY BOOKS 

In addition to proper Books of Account, the following Registers are 
now compulsorily required to be maintained by every company :— 

(1) Minute Books, for recording Minutes of proceedings of meet¬ 
ings of (a) Directors, and (b) Members. 

(2) Register of Members. 

(3) Index of Members. 

(4) Register of Directors, Managers and Managing Agents. 

(5) Register of Contracts in which directors are interested. 
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(6) Register of Debenture-holders. 

(7) Register of Mortgages, 

(8) Annual last of Members and Summary of Share Capital 

(9) Branch Register of Members in the United Kingdom. 

REGISTER OF MEMBERS:—The Register of Members must con¬ 
tain information regarding the name, address and occupation of every 
member, the number of shares held by him, the distinctive numbers 
of those shares, the amount paid an the shares and the transfers, if 
any, made by each member. It must also mention the date each person 
was entered in the Register as a member and the date at which any 
person ceased to be a member. 

This Register practically takes the place of Share Ledger or Register 
of Shareholders. 

It is the entry in this book which is the sole evidence of member¬ 
ship. The Register facilitates the making of Calls, payment of Divi¬ 
dends, Transfer of Shares, verification of the voting rights of each 
member and the settlement of the Last of Contributories in the event of 
liquidation. 

INDEX OF MEMBERS:—Every public company must keep an 
Index of its Members, unless the Register of Members is in such a form 
as to constitute in itself an Index. 

REGISTER.OF MORTGAGES:—There must be entered in this 
Register all mortgages and charges on the property of the company, 
giving a short description of the property charged and the amount bor¬ 
rowed by the company. 

This book is of utmost importance from the point of view of the 
creditors of the company. The existence of this book enables a loan 
creditor or a creditor for goods supplied to see what assets of the com¬ 
pany have been mortgaged or charged, and whether the remaining 
assets are sufficient or not to cover the other unsecured liabilities of the 
company. In the absence of such a hook, there is nothing to stop the 
company from creating more than one floating charge over the same 
assets. The interest of the loan creditors would thus be jeopardised. 

REGISTER OF DIRECTORS, MANAGERS AND MANAGING 
AGENTS: —This Register must contain the name, address and nationa¬ 
lity of every director, manager and managing agent. 

MINUTE BOOKS'—Every company must keep a proper record 
of all proceedings at meetings of shareholders and directors in books 
kept for that purpose and called Minute Books. 

i 

Minute pooks serve to maintain a record of all proceedings at the 
general meetings of shareholders and of the meetings of the company’s 
Directors. A minute signed by the Chai rman of the meeting at which 
the proceedings were held, or by the C hairman of the next succeeding 
meeting, will be prima fade evidence of the proceedings as recorded. 
The Directors' and the Shareholders' Minute Books are usually kept 
separate. 

These books are permanent records of various acts performed on 
behalf of the company and which require the sanction of the directors 
nr of the company in general meeting. At any later date, it can be 
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ascertained whether the acts performed were sanctioned by the requi¬ 
site majority, and whether the meetings held were properly constituted. 

*1116 Amending Act entitles a shareholder to inspect the minutes 
of (he proceedings of general meetings without charge, subject to such 
reasonable restrictions as the- company may impose by its articles. It 
also gives him a right to obtain certified copies of such minutes on pay¬ 
ment of the usual charges, within 7 days from the request made to the 
company. 

THE ANNUAL LIST AND SUMMARY BOOK shall contain an 
exact copy of the annual list of shareholders forwarded by the company 
to the Registrar every year after the annual general meeting of share¬ 
holders. 

The Amending Act requires by way of additional information in 
the annual list-of members, a statement of the changes that might have 
taken place in the personnel of its directors, managers or managing 
agents from time to time. 

REGISTER OF CONTRACTS WITH DIRECTORS The Amend¬ 
ing Act requires a register to be maintained containing particulars of 
all contracts or arrangements in which any director is directly or in¬ 
directly concerned, and the same to be open for inspection by any mem¬ 
ber at the registered office. 

ENTRIES IN FINANCIAL BOOKS 

• 

It must be understood that the entries made in the Application 
and Allotment Book and the Call Books relating to the issue of shares 
and the cash received, thereon are only by way of statistical information. 
The moneys due and received relative to the issue of share capital would 
also be recorded in the financial hooks. • 

From time to time, as and when moneys are received along with 
the share application forms, entries will be made on the receipts side 
of the Cash Book with the words “ To Share Application Account. 1 ’ 
From here, the postings will be made to the credit of Share Applica¬ 
tion Account in the Ledger. 

The Directors would now proceed to allot the shares, and imme¬ 
diately this is done, the amount standing to the credit of Share Appli¬ 
cation Account will be transferred to Share Capital Account by means 
of a Journal entry— 

Share Application Account ... .. Dr. 

To Share Capital Account 

After the Directors have allotted the shares, a Journal entry will 
he passed to record the total amount now,due from all the allottees in 
respect df the allotment instalment they are called upon to pay. The 
Journal entry would be— 

Share Allotment Account .. ..Dr. 

To Share Capital Account 

On receipt of share allotment money from the allottees, entries 
would be made on the debit side of the Cash Book with the words 
“To Share Allotment Account,” and these will be posted to the credit 
of Share Allotment Account in the Ledger. 

When all the allottees have paid the allotment money due from 
them, the Share Allotment Account will not show any balance. It 
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will, however, show a debit balance as long as there are any arrears 
in respect of allotment money. 

On a Call being made by Directors, the total amount due from the 
shareholders in respect of such call would be brought into record by 
a Journal entry— 

Share First Call Account .. .. Dr. 

To Share Capital Account 

On the moneys being received from day to day, entries will be 
made on the receipts side of the Cash Book with the words “ To Share 
First Call Account ” and will be posted to the credit of this account in 
the Ledger. 

When all the shareholders have paid their dues in respect of the 
First Call, Share First Call Account will be closed. If there are any 
arrears, this account will show a debit balance. 

Similarly, on the'Second or Final Call being made, Share Second 
Call Account or Share Final Call Account would be debited and Share 
Capital Account would be credited with the total amount due in respect 
of such call. The 'same account will be credited from the Cash Book, 
from time to time, as the moneys relative to such call are received. 

From the above, it will be noticed that separate accounts are opened 
in the Ledger in respect of Share Application, Allotment and Calls. The 
Share Application Account is credited in the first instance with the 
application deposits, and the whole amount is then transferred to Share 
Capital Account. The Share Allotment and Call Accounts are at first 
debited with the total amount due, the corresponding credit being given 
to Share Capital Account. On receipt of moneys on account of any of 
these instalments, Cash is debited and the particular instalment account 
is credited. Each such instalment account having been debited in the 
first instance with the total amount due on account of such instalment, 
and being credited with the amounts received thereon, it follows that 
if there are any arrears from the shareholders on account of any parti¬ 
cular instalment, such instalment account will show a debit balance to 
that extent. 

It will be useful to note that the Share Capital Account always 
shows a credit balance representing the extent to which the Share 
Capital is called up. As to what extent the amount so far called up 
froin the shareholders is not paid will appear from the debit balance, 
if any, on Share Allotment Account or Share Call Account. 

Exumpla 78 

On 1st January 1941, the Bombay Radio Company, Limited, offered 25,000 
Ordinary Shares and 25,000 8 per cent Pre f ere nc e Shares of Rs. 10 each, payable 
as follows:— 

Hi. 1 on Application. 

Ra. 2 on Allotment 
Rs. 2 on First Can. 

Rs. 3 on Second Call. 

Appli c ations were received for 20,000 Preference Shares and 10,000 Ordinary 
Shares and the Shares were duly allotted by the Directors on 1st March. The 
First Call was then made on 15th of May and the Second Call on 10th August The 
amounts received were Rs. 35,000 on Allotment of Preferenc e Shares and Rs. 18,000 
on Allotment of Ordinary Shares; Rs. 30,000 an P r ef e r e nce Shares First Call and 
Rs. 15,000 on Ordinary Shares First Call; Rs. 42,000 on P reference Shares Second 
Cali and Ra. 18,000 on Ordinary Shaves Second Call, show the Journal and Cash 
.IBook fettles and the Lodger Accounts concerns* * 
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1941 
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To Preference Share 
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Re. 
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Re. 
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Re. 
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By Bank 

„ Balanoo carried down 

18,000 

2.000 


Re. 

20,000 


. Re. 

2Q.000 

Sept. 1 

To Balanoe brovgbt down 

I 2,000 | i 




ORDINARY SHARE FIRST CALL ACCOUNT 


1941 


| Re. 

1941 


Ra. 

May 15 

To Ordinary Share Capital 
Account 

20,000 

May 22 
Aug. 31 

By Bank 

„ Balance carried down 

15,000 

5,000 


Re. 

20,000 


Ra. 

20,000 

Sept. 1 |To Balance brought down 

5,000 | 

• 



• 

ORDINARY SHARE SECOND CALL ACCOUNT 


1941 | 

1 

Ra. 

1941 


Ra. 

o 

H 

1 

To Ordinary Share Capital 
i Aooount 

30,000 

Aug. 17 
*• 31 

By Bank 

„ Balanoe carried down 

18,00(r 

12,000 

1 

R«l 

30,000 


Ra. 

30,000 

Sept. 1 To Balanoe brought down 

1 12,000 





In case of over-subscription, allotment is not made to some of the 
'applicants and, as a result, their application deposits are returned. In 
such a case the entry would be— 

Share Application Account .. .. 1%. 

To mink 
( 

CALLS IN ADVANCE* 

A company can receive moneys paid by shareholders in advance 
erf calls made. The amount received in advance of Calls should be 
credited to a “Calls in Advance Account," and must be shown quite 
distinct from the called-up Capital. It mus t f urther be noted that Ca lls 
in Advance are not entitled to any divi dend! but^only carry ascertain 
rate of intere st provided the Company’s Articles authorise suefe' inter¬ 
est to be peM. 
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Example 79 

The X.Y.I Cu, Ltd. wu registered with a Capital of 10,000 Shares of Rb. 101- 
each. The Directors issued 5,000 Shares of Be. 10|- each, of which 4000 shares 
were taken tip and Re. 1|> per share received as Application Deposit The Company 
called up Re. 1 per share as allotment money and Rs. 2 per share a» First Cell. 
The allotment money was received on 4,006 Shares, but the First Call was paid 
only on 2,500 shares including 300 shares on which the entire uncalled haienof was 
paid In advance. A Second Call of Rs. 3 per share was then made and was received 
in cash on 2,000 shares. The Second Call on the other 300 shares was transferred 
from Calls in Advance. Baas Journal Entries to record the above transactions. 
Show the Ledger Accounts and also how the Share Capital will appear in the 
Compan y *! Balance Sheet. 


JOURNAL ENTRIES 


.--. ..fa-——— .————- .1. 

L.F. 

Re. 

Re. 

Bank ... ... ... ... A^r, 

To Share Application Account 
(Being Application Deposit received on 4,000 ohamo at 
_ Re. 1 per sham.) 

• 

4.000 

4,000 

Sham Application Acoouat ... ... ...Dr. 

To Sham Capital Amount 

(Being the transfer of application money to Sham 
Capital Account.) 


4,000 

• 

4,000 

Sham Allotment Amount ... ... ...Dr. 

To Sham Capital Amount 

(Being the allotment money at Re. 1 per sham called on 

4,000 shame.) 

1 4,000 

1 

4,000 

Bank ... ... ... ... Dr. 

To Share Allotment Account 
(Being the allotment money at Re. 1 per sham received 
on 4,000 shame.) 

i 

4,000 

• 

4,000 

SNm First Cell Amount ... ... ...Dr. 

To Sham Capital Account 

(Being the First Call of Rs. 2 per sham made on 4,000 
shares.) 

1 

, 8*000 

! 

8,000 

Bank ... ... ... ... Dr. 

To Sham First Call Amount 
,, Calls io Advanoe Amount 
(Being the First Call of Rs. 2 per share received ou-2,500 

•hares and Re. 1,800 received in advanoe of calls on * 

300 shares.) 

1 6,SOP 

1 

I 

1 

5,000 

1,800 

Sham Second Call Amount ... ... ...Dr. 

To Sham Capital Account * 

(Being^tho^Sooond Call of Re. 3 per share made on 4,000 

! 12,000 

• 

1 

12,000 

Bank ... ... ... ... Dr. 

To Share Seoood Call Amount 
(Being the amount of Second Call received on 2,000 
■barm.) 

f 6,000 

1 

) 

4000 

Calls in Advanoe Acoouat ... ... ...Dr. 

To Share Second Gall Amount 

900 

900 


(Being the Second Gall on 300 shame made good from 
Galls in Advance Account.) 
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SHAKE APPLICATION ACCOUNT 


To Shore Capita] Account— 
Transfer 

Ra. 

Ra. 

4,000 

By Bank ... 

Rs. 

Rs. 

. 4,000 

! 4,000 

4/no 

SHARE ALLOTS 

1 

fENT ACCOUNT 



! Rs. 

1 


Rs. 

To Share Capital Account 

| 4,000 

By Bank 

4,000 

SHAKE FIRST C 

:all ACCOUNT 



1 

Rs. 


Rs. 

To Share Capital Account 

8,000 

By Bank 

5,000 

1 


„ Balance o/d. 

3,000 

Rs. 

8,000 

_ - . 

Rs. | 

( 

8,000- 

To Balance b/d. ...| 

3,000 

! 

1 


CALLS IN ADVANCE ACCOUNT 


t 

! Rs. 

i 

Rs. 

To Share Second Call Account— 


By Bank 

1,600 

Transfer 

90Q 



„ Balance c/d. 

900 

| 


Ra. | 

1,800 

Rs. 

1,800 

J 

1 

By Balance b/d. 

900 

SHARE SECOND CALL ACCOUNT 



Rs. 

t 

1 

1 

| 

Rs. 

To Share Capital Account 

12,000 

By Bulk .. j 

6,000 

1 


„ Calls in Advance— 




Transfer ...! 

900 



„ Balanoe c/d. 

5,100 

* Rs. 

12/100 

Rs. 

12,000 

To Balance b/d. 

5,100 




BANK ACCOUNT 


---—" ’ ' -t --- 

* 

Rs. 



Ra 

To Share Application Aocount ... 
„ Shan Allotment Account 
„ Share First Call Aneount 

H Calls in Advance 
„ Share Second Call Aooount 

4,000 

4,000 

5,000 

1.800 

6.000 

By Balanoe c/d. 


20,800 

Rsl 

20/800 


Be. 

20/800 

To Balance b/d. 

20,800 
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SOARS CAPITAL ACCOUNT 




Bo. 


Ho. 

To Balance c/d. 


28,000 

By Share Application Account ... 
n Share Allotment Aooount ... 
„ Share First Call Aoooant . 

„ Share Second Call Account ... 

4,000 

4,000 

8,000 

12,000 


Ra. 

28,000 

Re, 

28,000 




By Balance b/d. 

28,000 


BALANCE SHEET OF THE X. Y. Z. Cor, Ltd. 


(Liabilities tide) 

Rs. 

(Assets rids) 

Rs. 

Authorised Capital:— 

10,000 Shares of Ba. 10 each 

1.00,000 

Bank Balance • 

20,800 

Issued Capital:— 

5,000 Shares of Ra. 10 each 

50,000 

• 

[ 

Subscribed Capital 
—4,000 Shares of Rs. 10 each, Ra. 
Rs. 7 per share called up 28,000 
Less Calls in Arrear 8,100 

Calls in Advance 

19,900 

900 



Rs. 

20,800 

Rs. 

20,800 


SHARE CERTIFICATE 

Within a certain time after the allotment, the Company proceeds 
to issue Share Certificates in exchange for Letters of Allotment and 
other Receipts already issued. Every share is given a distinctive num¬ 
ber, and the names of the shareholders with the distinctive numbers 
of shares they hold are then duly entered in the Register of Members. 

PRELIMINARY EXPENSES 

All expenses incidental to and arising out of the formation of a 
Company are debited to a special account called Preliminary Expenses 
Account. The following items of expenditure are usually included 
under this head :— 

(1) Stamp Duties and Fees on Registration and on the Nominal 

Capital. * 

(2) Law Costs in connection with the preparation of the Pros¬ 

pectus, Memorandum and Articles of Association and Prelimi¬ 
nary Contracts. # 

(3) Cost of printing the Memorandum, the Articles ancl the Pros¬ 
pectus. 

(4) Cost of advertising the Prospectus. 

(5) The cost of first set of Statistical and Statutory Books. 

As the amount expended under this head is of a non-recurring 
nature and as it results in getting the Share Capital subscribed, it is 
deemed desirable not to charge the whole of it to the first year's Revenue 
Account, but to distribute it over a reasonable number of years, say 
from 3 to 5 years. 






m 


DOUBUWENTRY ^OOK-KXEPIKG 


It may be pointed out that there is nothing in the Companies Act 
to compel a company to write off its Preliminary Expenses within any 
stated number of years/and the expenditure under this head may be 
permanently capitalised, if a company so desires, and shown as an asset 
in the Balance Sheet. In any case, it would be a fictitious and an 
intangible asset, and as the permanent capitalising of such an item cannot 
be said to be a sound or a prudent measure from the view-point of 
. finance or accounting, it would seem desirable to extinguish it from the 
books as early as the net profits would admit. 

'The total amount of Preliminary Expenses or so much of it as has 
not been written off must be shown separately on the assets side of the 
Balance Sheet. 

DEBENTURES 

A Company can borrow money for the purpose of its business and 
issue Debentures which are documents acknowledging the amount bor¬ 
rowed and containing provisions for the repayment of the principal, 
the payment of interest, etc. 

Debentures are generally redeemable, i.e., repayable at the end 
of a definite period, or are irredeemable during the existence of the - 
company. Irredeemable Debentures are mostly issued by Railways and 
other similar public enterprises. 

The following are the various kinds of Debentures to be met with 
in practice: — < 

SIMPLE OR NAKED DEBENTURES afford no charge on the pro¬ 
perty of the company, and the holders of such Debentures, therefore, 
rank as ordinary unsecured creditors. 

REGISTERED DEBENTURES are debentures registered in the 
names of the holders in the books of the company, and the transfers 
of these must be registered in the books of the company as in the case 
of shares. 

BEARER DEBENTURES are payable to bearers. They are nego¬ 
tiable instruments and are transferable by mere delivery. 

FLOATING DEBENTURES are those which are secured by a float- - 
ing charge on the assets of the company. Such a charge practically 
covers all the Company’s assets including floating assets such as book 
debts, stock, etc., and whereas it does not prevent the company from 
dealing with those assets in course of the ordinary business, it creates 
a charge upon them in'favour of debenture-holders as against other 
creditors, in case of failure on the part of the company. 

MORTGAGE DEBENTURES are those the repayment of which is 
secured by a fixed charge or mortgage on the permanent assets of the 
company sucK as Land, Buildings, Plant, Machinery, etc. 

The entries in regard to the issue of Debentures are made on the 
same lines as the entries in connection with the issue of Shares. 

The main point of difference between the Shareholders and the 
Debenture-holders is that whereas the Shareholders are the proprietors 
of the Company, the Debenture-holders are the creditors of the Com¬ 
pany. Besides, whereas the Shareholders are only entitled to a dividend 
pn their shares provided the Company has m$de profits, the Debenture- 
ho$ders are entitled to a fixed rate of interest on their loan, year after 
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year, irrespective el whether the Company has made profit or loss. 
Further, moneys received by a company by way of Share Capital can¬ 
not be refunded except by order of the Court or when the Company 
goes into liquidation, whereas the Debenture-holders are entitled to 
a refund of their loan when the term for which the Debentures ware 
issued expires. 


Example 80 

The A. B. C. Electric Co., Limited, issued at par Rs. 60,00,000 7 per cent Deben¬ 
tures in bonds of Rs. 1,0001- each, payable 20 per cent on Application, 20 per cent 
on Allotment, 30 per cent on First Call and the balance one month thereafter. 
fhnwy tin g the Allotment money on 400 bonds and Call mqpeyi m 600 bonds which 
were in arrears, all die money was duly received. Make the Cash Book and Journal 
Entries and show the Ledger Accounts. 

CASH BOOK 


To Debenture Application 
Account — 

Being amount raoaived on 
application of 6,000 De¬ 
benture Bonds ® Rs. 200 
per bond. 

Debenture Allotment 
Account — 

Being allotment money re¬ 
ceived on 5.600 Debenture 
Bonds ® Rs. 200 per bond. 

„ Debenture First Call Account —| 
Being First Call money re¬ 
ceived on 5,400 Debenture 
Bonds @ Rs. 300 per bond. 

„ Debenture Final Call 
Account— 

Being Final Call money 
received on 5,400 Debenture 
Bonds ® Rs. 300 per bond. 


To balance b/d. 


Rs. 

12 ^ 0.000 


By Balance carried down 


11,20,000 

16,20,000 

16,20,000 

Rs. I 55.60.000 


Rs. 


5560,-UO' 

JOURNAL ENTRIES 


Rs. 

55,60,000 


55.60,000 


Debenture Application Account... ... ... Dr. 

To Debentures Account 

(Being the amount received on application of 6,000 
Debentures @ Rs. 200 per bond, now transferred to 
Debentures Account.) 

L.F. 

Rs. 

12,00,000 

Rs. 

12,00,000 

Debenture Allotment Account ... ... ... Dr. 

To Debentures Aooount 

(Being the amount due on allotment of 6,000 Debenture 

Bonds @ Rs. 200 per bond as per the BoarcTs 


| 12,00,000 

! 

1 

i 

l 

12,00,000 

Debenture First Call Account ... ... ...Dr. 

To Debentures Aooount 

(Being the amount due on First Call of Rs. 300 per bond 
on 6.000 Debenture Bonds as per the Board’s 
Resolution dated-.) 


j 18,00,000 

! 

{ 

t 

16,00,000 

Debenture Final Call Aooount ... ... ...Dr. 

To Debentures Account 

(Being the amount due on Final CaB of Ra, 300 per bond 
on 6.000 Debenture Bonds as per the Board's 
Resolution dated-—'- .) 


! 18,00,000 

i 

i 

1 

iayoo,ooo 
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DEBENTURE APPLICATION ACCOUNT 



Re. 


v 

Re. 

To Debentures Aocount— 
Transfer 

i - 

...i 12.00,000 
>T - 

By Bank 

»•» 

12,00,000 


DEBENTURE ALLOTMENT ACCOUNT 




! rb. 

i 


Re. 

To Balance c/d. 

...| 60,00,000 

t 

By Debenture Applioatioa A/o.... 
n Debenture Allotment A/o. ... 
„ Debenture Pint Gall A/o. ... 
„ Debenture Final Call A/o. ... 

12,00,000 

12,00,000 

18,00.000 

18,00,000 


Re. : 60,00,000 

Re. 

60,00,000 


i 

•* 

By Balance b/d. 

60,00,000 


For maintaining an accurate and detailed record of the transactions 
relating to the issue of Debentures, the following Statistical Books are 
essential:— 


(1) Debenture Application and Allotment Book. 

(2) Debenture Call Book. 

(3) Debenture-holders’ Register. 

(4) Debenture Transfer Register. 

' *(5) Debenture Interest Book. 


c. * 
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DEBENTURE APPLICATION AND ALLOTMENT BOOK:— 
This book serves to record full details of applications for debentures 
and their subsequent allotment. It contains columns for the serial 
number of each application, the name, address and occupation of each 
applicant, the number of debentures applied for, the amount deposited 
on application, the date of allotment, the number of debentures allotted, 
their distinctive numbers, the amounts received on allotment and the 
arrears in that respect, if any. 

DEBENTURE CALL BOOK: —This book records full details as 
to the amount due from each debenture-holder in respect of the call 
made, the amount actually paid and the amount of call in arrears, if any. 

DEBENTURE-HOLDERS’ REGISTER;—This is a very useful 
record, and the maintenance of such a Register is highly necessary and 
desirable. A separate page is devoted to record particulars relating to 
each debenture-holder. It contains full particulars as to the name, 
address and occupation of each debenture-holder, the date of allotment, 
the number of debentures held by him, their distinctive numbers, the 
amount paid up on each debenture, and the transfer in respect of 
debentures made by the holder. This record must be open to the 
inspection of every debenture-holder or shareholder of the company 
during a part of the business hours. 

DEBENTURE TRANSFER REGISTER:—This book serves the 
same purpose as the Share Transfer Register. It records full details 
of every transfer of Debentures indicating the names of {he transferor 
and the transferee in each case, the number of debentures transferred 
and their distinctive numbers, the date of registration of each 
transfer, etc. 

; ** 

DEBENTURE INTEREST BOOK : —This book gives particulars at 
the end of each half-year as to the names of the debenture-holders, the 
amount of debentures held by each of them, the gross amount of interest 
due, the amount of tax to be deducted and the net amount of interest 
payable to each debenture-holder. 

DIVIDENDS 

A dividend is the proportion of profits to which a Shareholder is 
entitled, having due regard to the number of Shares he holds. Divi¬ 
dends are declared at the Annual General Meeting of Shareholders 
when the Company has earned sufficient profits. Until a dividend 
is declared, no Shareholder can claim any return on the Capital he has 
invested in the Company. But once a dividend is declared, the share¬ 
holders become creditors of the Company for .the amount of the dividend. 

SHARE DIVIDEND BOOK: —Immediately after the 'declaration 
of a dividend, a statistical book called Share Dividend Book, is written 
up in order to ascertain the exact amount of dividend payable to each 
shareholder. The details to be entered in this book are ascertained from 
the Register of Members. The form of this book is given on page 307, 
and the columns are self-explanatory. If any instructions are received 
from a member as to the payment of a dividend direct to his bankers, 
such instructions will be noted in the Remarks column. Dividend 
Warrants are then issued to the shareholders, requesting them to cash 
these either at the Registered Office of the Company or at the bankers 


BJE.-20 






SHARE DIVIDEND BOOK (Ordinary Shares) 
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PREFERENCE SHAKE DIVIDEND ACCOUNT 


To Bank 

„ Balance carried down 

»• »i 

« m \ 

Ra. 

31,000 

5,000 

By Profit and Lota Appropriation 
, Aooount ... ,.,j 

Ra. 

| 36,000 

i . .? 


Rs. 

36,000 

Ra, | 

i 

i 36,000 

[ .. 


j 

i 

By Balanoe brought down ,J 

5,000 


ORDINARY SHARE DIVIDEND ACCOUNT 


To Bank 

„ Balanoe carried down 

Ra. 

32,000 

8,000 

• 

By Profit and Loaa Appropriation 
Aooount 

Ra. 

40,000 

Ra. 

40,000 

R*. 

40,000 


l 

By Balance brought down 

6,000 


ACCOUNTS AND BALANCE SHEET 

Under the Amending Act, the provisions for maintaining proper 
•books of account and the preparation and submission of Balance Sheet 
to shareholders have been very much amplified. 

Books of Account: —The Act, as amended, particularises the tran¬ 
sactions that should be recorded in the books of account of every 
company. • 

The books of account are required to be kept at the registered 
office of the company, and should be open to inspection by the directors 
during business hours. 

The managing agents, or, where there are no managing agents, the 
directors are liable to penalty for any default by the company in com¬ 
plying with the above requirements. 

Profit and Loss Account : —It further requires every trading com¬ 
pany to submit along with the Balance Sheet also a Profit and Loss 
Account, or an Income and Expenditure Account in the case of a non¬ 
trading company, once at least in every calendar year. 

Copies of the Profit and Loss Account and the Balance Sheet includ¬ 
ing the Auditor’s Report must be sent to every member 14 days before 
the general meeting. 

A copy of such accounts must also* be available at the registered 
office of the company for inspection of the members for at least 14 days 
before the general meeting. 

Contents of Profit and Loss Account: —The Profit and Loss Account 
must show, arranged under the most convenient heads, thew amount of 
gross income, distinguishing the several sources from which it has been 
derived, and the amount of gross expenditure, distinguishing the ex¬ 
penses of the establishment, salaries, and other like matters. Every 
item of expenditure fairly chargeable against the year’s income must 
be brought into account, so that a just balance of profit and loss may 
be laid before the meeting, and, in cases where any item of expenditure 
which may in fairness be distributed over several years has been in¬ 
curred in any one year, the whole amount of such item shall be stated, 
with the addition of the reasons why only a portion of such expenditure 
is charged against the income of the year. 
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CAPITAL AND LIABILITIES 

Capital— 

Aulhotiscd Capital.shares of Rs.each 

(Distinguishing between the various classes of Capital.) 

Issued Capital .shares of Rs.each 

(i) Slimes issued as fully paid up pursuant to any contract 

without payments being received in cash . shares 

of Rs. . .. .each. 

In) Shaics issued for payments in cash . shares of 

Rs. . .. each. *< 

Subscribed Capital. shares of Rs.each 

Amount called up nt Rs. ..pel share 

less— Calls unpaid — 

(t) due from Managing Agents ... 

(it) due from others 

idd— 1'orfcilod shaics (amount paid up) 

Note —Where circumstances permit, issued and sub 
scribed capital and amount called up may be 
shown as one item, c.g.. 

Issued and Subscribed (.apital . shares of Rs . 

each, Rs . paid up. 

Risijcvis 

DniKNiiiRus stating the nature of security .... 

Anv Sinking Fund. 

Any oihir Fund (.kkaied out cm Nil Promts, including any 
development fund 

An\ Ptnsion or Insurancl Fund 

Provision ior Bad and Doubtiui. Duns ... . 

Loans - 

(a) Secured— 

(») loans on mortgages or fi\ed assets 
In) loans <m debentures 

(tii) loans from banks, stating the nature of security ... 
(«') liabilities to subsidiary < ompanics 
(v) other seiured loans Rating the nature of security 
Ivt) interest accrued on mortgages , debentures or other 
secured loans ... 

(b) Unsecured— 

(i) loans from banks 
(«) fitted deposits 
(ui) short-term loans ... 

(it) advances by directors or managers and managing 
agents 

(v) interest accruing but not due and interest accrued 

and due 

(vi) liabilities to subsidiary companies 
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TO 1937, SCHEDULE III, FORM F 

.Limited 


19 


PROPERTY AND ASSETS 

Fixed Capital Expenditure— 

(Distinguishing as far as possible between expenditure upon 
goodwill, land, buildings, lease-holds, railway sidings, 
plant, machinery, furniture, development of property, 
patents, trade marks and designs, interest paid out of 
Capital during construction, etc., and stating in every case 
the original cost and the additions thereto and deductions 
therefrom during the year, and tire total Depreciation 
written off under each head. Where sums have byn 
written off on a reduction of capital or a revaluation of 
assets, every balance sheet after the first balance sheet sub¬ 
sequent to the reduction or revaluation shall show the 
reduced figures, with the date of and the amount of the 
reduction made.) 

Preliminary Expenses 

Commission or Brokerage ... 

Commission or Brokerage paid for underwriting or placing or 
subscribing shares or debentures until written off.) 


Discount Allowed on the issue of shares or so much as has not 
been written off at the date of the balance sheet. 

Stores and Spare Parts 

Loose Tools 

Live stock and Vehicles 

Siock-in-Trai»e ... ... .., 

(SLating mode of valuation, c.g., cost or market value.) 

Bills or Exchange 

Book Dents (other than bad and doubtful debts of a Bank for 
which provision has been made to the satisfaction of the 
auditors) 

(Distinguishing between those considered good,and in respect 
of which the company is fully secured and those considered 
good for which the company holds no security other than 
me debtor's personal security, and distinguishing between 
debts considered good and debts considered doubtful or 
bad. Debts due by directors or other officers of Lite com¬ 
pany or any of them cither severally or jointly* with any 
oilier persons to be separately stated.) 

Advances 

(Recoverable in cash or in kind or for value to be received, 
c.g.. Rates, Taxes, Insurance, etc., showing separately.) 

(i) loans given to subsidiary companies 

(it) loans including temporary advances made at any time 
during the year to directors or managers of the 
company ... 











CAPITAL AND LIABILITIES—Confd. 

Unclaimed Dividends 
Liabilities— 

For Goods supplied . 

For Expenses 
For Acceptances ... 

« 

For Other Finance 

Advance Payments and Unexfired Discounts 
(For the portion for .which value has still to be given, e.g., 
in the case of the following classes of companies—News¬ 
paper, Fire Insurance, Theatre, Club, Banking, Steamship 
Companies, etc.) 

Profit and Loss ... 


Contingent Liabilities— 

Claims against the company not acknowledged as debts ... 

Money for which the company is contingently liable 

(showing separately the amount of any guarantees given 
by the company on behalf of directors or officers of the 
company.) 

Arrears of Cumulative Preference Dividends 
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TO 1937, SCHEDULE ffl, FORM F-^Contd. 
. l4Mxxn>. 


PROPERTY AND ASSETS— Could. 

Investments— ... ... ... .~ 

[S/joscing nature of investments and mode of valuation; c.g.. 
Cost or Market Value and distinguishing — 

* 

(i) investments in Government or trust sciurities 

(si) 'investments in shares, debentures or bonds (showing 
separately shares fully paid up and partly paid up) 

(i«») investments tn shares, debentures or bonds of subsi¬ 
diary tompames 

(iv) immovable properties] 

IMEREST ACCRUE!) ON INVESTMENTS 
Cash and other Raiances ... 

Amount tn hand 

Balances with Agents and Bankers (in detail showing whether 
on deposit or current account, etc.) ... 

Promt and loss 



Dm fafarawtinii required to be given under any of die items or subalterns in 
this Form if not in die Balance Sheet itself shall be furnished in a separate 

Schedule or Schedules to be attached to and to form part of the Balance Sheet. 
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It must also show the remuneration paid to managing agents and 
directors, whether as fees, percentages or otherwise, and the total 
amount written off as depreciation. If a director of a company is by 
virtue of the nomination, a director of any other company, then the. 
remuneration received from the latter company must be stated by way 
of a footnote. 

Directors? Opinion on Company’s Affairs :—The New Act inserts 
a new provision to the effect that the directors’ report must be attached 
to every Balance Sheet and such report must include their opinion as 
to the state of the company’s affairs as also their recommendations with 
regard to dividends and reserves. Such Report may be signed by the 
Chairman, if so authorised. 

Right of Members to Copies of Annual Accounts :—Every share¬ 
holder is entitled to be furnished with a copy of the Profit and Loss 
Account also along with the Balance Sheet and the Auditor’s Report 
at a prescribed charge. 

Form F—Prescribed Form of Balance Sheet: —The new Form F, 
as required under the Amending Act, representing the Prescribed Form 
of Balance Sheet, provides for much greater details to be embodied 
therein so as to present to the average shareholder a fairly accurate- 
perspective of the true financial condition of the company. 

The Prescribed Form of Balance Sheet is given in the preceding 
pages. All additional information required under the Amended Form 
is shown in italics so that it may be seen at a glance what improvements 
have been made on the Old Form. 

CONTENTS OF COMPANY BALANCE SHEET 

The important points to be noted in connection with the Prescribed 
Form of Balance Sheet are as under: — 

The Assets and liabilities are required to be shown in order of 
their permanence, the Fixed Assets being shown above the Floating 
Assets and the Fixed Liabilities over the Floating Liabilities. 

ASSETS SIDE OF THE BALANCE SHEET : — 

(1) The Fixed Capital Expenditure is required to be shown in 
detail, the amount expended on the acquisition of each fixed asset being 
indicated separately, such as Goodwill, Land and Buildings, Plant and 
Machinery, Patents, Fixtures, etc. 

Each Fixed Asset must be shown at its original cost, and the total 
depreciation written off under each head to the date of the Balance 
Sheet must be shown by way of deduction from the corresponding asset 
Any additions to the original cost, during the pear, must be separately 
stated. •* ( 

Where sums have been written off on a reduction of Capital or 
a re-valuation of assets, every Balance Sheet subsequent to the reduc¬ 
tion or re-valuation must show the reduced figures, the date of such 
reduction and the amount of such reduction. 

(2) If any interest is paid out of capital during construction, the 

same will have to be separately stated and included in Fixed Capital 
Expenditure. ., 
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(3) Preliminary Bbcpiaaes and Underwriting Commission or 
BrokWage on Shares or Debentures must be shown under their distinct 
heads until written off. 

(4) Discount on Shares:—As shares can now be issued at a dis¬ 
count, so much portion of such discount as has not been written off to 
the date of the Balance Sheet must be shown on the Balance Sheet as 
a separate item. a 

(5) The mode of valuation of stock-in-trade must be clearly men¬ 
tioned against the item. 

(6) Under the heading of “ Book Debts ” should be included only 
the total balances owing by customers. Debts considered good should 
be distinguished from debts considered doubtful. The total Book Debts 
should be shown at the gross amount on the assets side, and the Reserve 
for Doubtful Debts on the liabilities side. Debts due by directors or 
other officers of the company either severally or'jointly with any other 
persons should also be stated separately. Book Debts which are secured 
should be distinguished from those which are unsecured. 

Debtors for Loans, if any, should not be included in Book Debts 
but should be shown separately. 

(7) Under the heading of “Advances” will be included all pre¬ 
payments in respect of expenses such as telephone subscription, fire 
premium, rates, taxes, etc., made beyond the date of the financial close 
and which are required to be carried forward to the next period. 

Under this head, loans, if any, given to subsidiary companies, and 
loans (including temporary advances) made at any time during the year 
to directors and managers of the company have to be shown separately. 
As loans to directors and managing agents are now prohibited, this 
would only mean loans under agreements, if any, existing at the date 
of commencement of the Amending Act. 

(8) Investments.—These are required to be distinguished 

between: — 

(i) Investments in Governmient or Trust Securities. 

(ii) Investments in shares, debentures or bonds (showing sepa¬ 
rately shares fully and partly paid up). 

(tit) Investments in shares, debentures or bonds of subsidiary 
companies. 

(iv) Immovable Properties. 

The mode of valuation will also have to be given. 

(9) Interest Accrued on Investments and not received must be 

calculated to the date of the Balance Sheet ^nd shown separately imme¬ 
diately underneath the item of Investments. , 

(10) While showing Bank Balances, it must be stated whether they 
are on Current or Fixed Deposit Accounts. 

(11) The Loss, if any, made by a Limited Company will remain 
on the debit of Profit and Loss Account and will appear as the last 
item on the assets side, under the heading of Profit and Loss Account. 

CAPITAL AND LIABILITIES SIDE 

(12) Authorised Capital.—The different classes of authorised share 
capital are required to be distinguished, under this head. 
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Issued Capital.—The issue of shares in cash and the issue for con¬ 
sideration other than cash must he separately stated. 

Unpaid Calls.—Calls unpaid and due from managing agents are 
required to be shown separately from those due from others. 

As any calls unpaid by a Director will be considered as debt due 
by him to the company, the same will have also to be separately stated, 
although the Form F does not specifically require it. ‘ 

i 

The balance on Forfeited Shares Account, if any, must be shown 
separately underneath the item of Share Capital v 

l 

There is no mention of Calls paid in Advance, but if there be any, 
they should be shown separately beneath the item Share Capital. 

(13) Debentures.—Where Debentures are secured, the nature of 
security should be stated. 

(14) All Funds created out of profits must be individually stated 
under their distinct heads. 

(15) Secured Loans.—These are required to be classified as 
under: — 

(i) loans on mortgage of fixed assets, 

(it) loans on debentures, 

(tii) loans from banks, stating the nature of security, 

(iv) liability to subsidiary companies, 

(v) other secured loans, stating the nature of security, and 

(tn) interest accrued on mortgages, debentures or other secured 
loans. * • 

t 

Note .—As the liability on account of Debentures is shown as a sepa¬ 
rate item, it is assumed that Loans on Debentures appearing 
as item (ii) would mean Loans on the collateral security 
of debentures. 

(16) Unsecured Loans.—These have also been classified as 
under:— 

(i) loans from banks, 

(ii) fixed deposits, 

(iii) short-term loans, 

(iv) advances by-directors or managers and managing agents, 

( v) interest accruing but not due and interest accrued and due, 

(vi) liabilities to subsidiary companies. 

(17) Liabilities.—The liabilities in respect of*supplies of Goods, Out¬ 
standing Expenses, Bills Payable, and other Accounts must be separately 
stated. 

(18) Advance Payments.—Under this head, would appear any 
amount received by the company in return for which it has not rendered 
full benefit or service in the current period. For instance, a newspaper 
company might have received annual subscription and advertisement 
moneys in advance from subscribers and advertisers, but the whole of 
the period covered by such subscription an^l advertisement moneys may 
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not have expired concummtiiy with, the date of the financial daring. 
Under such a circumstance, subscription and advertisement moneys 
applicable to the period covered by the accounts only would be trans¬ 
ferred to Revenue, and the balance in respect of which the benefit is 
still to be imparted will be carried forward as a liability, under die 
Imaging of Advance Payments. 

(19) Unexpired Discounts.—This item would only arise in case of 
Banks or Finance Companies whose business would be to discount Bills 
of Exchange on a large scale. In this case, the proportionate discounts 
on such bills as remain unmatured at the date of the Balance Sheet 
will have to be transferred from the credit of Discount Account to an 
Account styled Rebate on Bills Discounted, and would then appear as 
a liability under the above head, representing discounts received in the 
current year but properly applicable to the next period. 

(20) Profit and Loss Account.—The details of appropriation of 

profits are omitted as a separate Profit and Loss Account is now made 
compulsory. . 

(21) Contingent liabilities.—Contingent liabilities are liabilities 
which have not arisen or have already accrued, but may arise out of 
transactions pending upon the happening of a certain event. Thus a 
contingent liability may or may not involve the payment of money. 

Among instances of Contingent liabilities may be* quoted: — (1) 
Liability for Calls on partly paid shares held; (2) liability on Bills 
Receivable discounted and not matured; (3) Liabilities under a Gua¬ 
rantee ; (4) Liabilities for Penalties under Contracts; (5) Liability in 
respect of arrears of Dividend on Cumulative Preference Shares; and 
(6) Liabilities under any law-suits pending. 

While preparing a Balance Sheet, only the liabilities that have 
actually accrued due to the date of financial close should necessarily 
be brought into account. The Form of Balance Sheet prescribed under 
the Indian Companies Act, however, requires that Contingent Liabilities 
should be stated in the shape of a Note appended to the Balance Sheet, 
at the foot of the liabilities side. 

The amount of any guarantees given by the Company on behalf 
of directors or officers is required to*be separately shown under this 
head. 

Example 82 * 

• 

The Bombay Derby Syndicate, Ltd., has a Nominal Capital of Rs. 5,00,000 
divided into 10,000 6* per cent Preference Shares of Rs. 10 each and .40,000 Ordinary 
Shares of Rs. 10 each. On July 1st the Company issued 10,000 Preference Shares 
and 30,000 Ordinary Shares to the public, out of which 8,000 Preference and 20,000 
Ordinary Shares were applied for and Rs. 2 per share in each class were received 
on application. On‘August 1st these shares were allotted, Rs. 4 per share being 
payable on Pr e ference Shares and Rs. 2 per share on Ordinary Shares. A Call of 
Rs. 4 per share on Preference Shares and Rs. 3 per share on Ordinary Shares was 
mad* on September 15th. Allotment Money on 250 Preference Shares and 700 
Ordinary Shares was not received. Shareholders holding 400 Preference Shares 
and 1,200 Ordinary Shares were in arrears in respect of their Call Money. Show 

how the Share C&pital will appear in the Bal a nce Sheet. 

✓ 
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THE BOMBAY DERBY SYNDICATE; LTD. 
Balance Sheet as at .".. ■ — 


CAPITAL A LIABILITIES 

Rs. 

PROPERTY A ASSETS 

. **■ 

Authorised Capital s— 

10,000 6% Preference Shares 
ofRs 10 each 

40,000 Ordinary Shares of 
Rs. 10 each 

| 

1,00,000 

4,00,000 

Cash at Bank 

2,12,400 

Rs. 

5.00,000 



Jeeued Capital :— 

10,000 6% Preference Shares 
of Rs. 10 each 

30,000 Ordinary Shares of 
Ha. 10 each 

1 

1,00,000 

3,00,000 



Rs. 

4.00,000 



Subscribed Capital — 

8,000 6% Preference Shares 
c«f Rs. 10 each 

20,000 Ordinary Shares of 
Rs. 10 each 

80,000 

2,00,000 



Rs. 

Called and Paid up Capital :— 
8,000 6% Preference 

Shares of Rs, 10 
each fully called up... 80,000 
20,000 Ordinary 

Shares of Rs. 10 
each Rs. 7 per 

share called up ... 1,40,000 

2,80,000 



i 


. 

2,20.000 

Less Calls in arrears ... 7.600 

2,12,400 






Rs. 

2,12,400 

Rs. 

2.12.400 



i 



Example 83 

The Riverside Trading Company, Ltd., had an Authorised Capital of Rs. 7,50,000 
divided into 25,000 6 per cent Preference Shares of Rs. 10 each, fully paid and 
25,000 Ordinary Shares of Rs. 20 each upon which Rs. 12-8 per share have been 
called up. From the following Trial Balance extracted from the books on 31st 
December 1941, prepare Trying and Profit and Loss Account and Balance .Sheet. 

Rs. Rs. 

2,50,000 
3,12,500 

3,500 

20,000 

50,000 

1,00,000 
3,05,000 
1,16,000 
800 
6,000 
2,10,490 
1,07,470 
14,090 
35,600 

4,07,000 
870 
4^20 


6 per cent Preference Share Capital 
Ordinary Share Capital 
Calls in arrears .. ... 

Reserve Fund 
500 6 per cent Debentures of Rs. 100 each 
Goodwill 

Freehold Land and Boat Houses 
Boats, Launches, etc. 

Furniture and Fixtures 
Preliminary Expenses, 

Purchases 
Wages 

Office Salaries and Wages 
Stock, 1st January 1941 
Sales 

Insurance ..... 

Rates, Taxes, etc. 
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PROFIT AMD' LOSS APPROPRIATION ACCOUNT 



Ra. 

: 

Ra.' 

To Pref. Share* Dividend 
„ Otd. Shares Dividend 
„ Balance oarried forward 

7,500 

13,400 

21,690 

l 

By Balance 1 at January 
„ Net Profit this year 

2300 

40,090 

" Ra. 

1 

42,590 

Ra. 

42390 


BALANCE SHEET at at 31st December 1941 


CAPITAL A LIABILITIES 

Ra. 

Authorised Capital 

25,000 6% Preference Shades 
of Ra 10 each 

25,000 Ordinary Shares of 
Ra. 20 each 

2,50,000 

5,00,000 

Ra. 

7,50,000 

Issued Capital— 

25,000 6% Preference Shares 
of Ra. 10 each 

25,000 Ordinary Shares of 
Ra. 20 each 

2,50,000 

5,00,000 

Re. 

7,50,000 

Subscribed and Paid-up Capital 
25,000 6% Preference Shares 
of Ra. 10 each folly called 
op 

25,000 Ordinary Shares of 
Ra. 20 each Ra. 12/8 per 
share called up 3,12,500 

Less Calls in arrears 3,500 

230,000 

3,09,000 

20,000 

5,130 

50,000 

1300 

2,900 

21,130 

21,690 

Reserve Fund ' 

Reserve for Doubtful Debts... 
500 6% Debentures of Ra. 100 
each 

Interest due thereon 

Unclaimed Dividends 

J Liabilities i— 

For Goods supplied 14,510 

„ Acceptances 1,620 

„ Expenses 5,900 

Profit and Loss Appropriation 
Account ... 

„ R*. 

6,81350 


PROPERTY A ASSETS 

Ra. 

Goodwill 

• a 

1,00,000 

Freehold Land * and 
Boat Houses 

Lees Depreciation 
@10% 

3,05,000 

30,500 

2,74300 

Boats, Launches, etc. 
Lees Depreciation 

@20% 

1,16,000 

23,200 

92,800 

Furniture A Fixtures 
Lees Depreciation 

@ 5% 

800 

40 

760 

Preliminary Expenses 6,000 

Lees §rd written off 2,000 

• 

4,000 

Stook-in-Trade at Coat 

... 

91,740 

Prepaid Expenses 

... 

120 

Sundry Debtors 

... 

1,02,600 

Bills Receivable 

... 

9,030 

Cash with Seamen’s Bank 

4,350 

Cash in hand 

see 

1,450 

, w* 

S' 

Ra. 

6,81350 


ISSUE OF SHARES AT A PREMIUM 

A Company can issue its shares at a premium, i.e., at a higher price 
than the face value, provided there is a public demand for such shares 
at a higher value. The Premium received on issue of shares must not 
be mixed with the Share Capital moneys, but must be credited to a 
. separate account styled “ Premium on Issue of Shares Account,” and 
shown as a separate item on the liabilitiea«ide of the Balance Sheet 
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COMPANY ACCOUNTS 

The amouaiearned by a company by issue of its shares &t a pre- 
mi%u cannot bo said to be profits earned to the usual course of its, 
business, and as such, must be treated as Capital Profits and not trans¬ 
ferred to Profit and Loss Account It should be noted, however, that 
unless the Company’s Articles prohibit such a procedure, there Ja 
to prevent a company from crediting such gain to Profit and Loss 
Account and thus distributing it by way of dividend, although from 
the view-point of finance and accounting such a measure may seem to 
be unsound and imprudent. The best method of dealing with such 
an extraneous source of gain would be to utilise it to writing 
down fictitious assets such as Preliminary Expenses, Brokerage, or 
Underwriting Commission on Shares, Discount on Debentures or Cost 
, of Issue of Debentures. It may be even utilised in writing down Good¬ 
will Account, if any. If there be none of these accounts left to be 
written down, the credit balance on Bremium on Shares may be trans¬ 
ferred to a Capital Reserve Fund which may be utilised in writing off 
Capital Losses, if any, that may arise in the future. 

/ • 

Example 84 

On 1st April 1941, a Company allots the following shares at a premium of 
Rs. 5 payable on allotment. 

Rs. 1,00,000 7$ per cent Preference Shares of Rs. 25 each, payable Rs. 10 per 
share on application, Rs. 15 on allotment (including Rs. 5 for premium) 
and Rs. 5 on first and final Call. * 

Show the necessary Journal Entries. 


JOURNAL ENTRIES 



L.F. 

Ra 

Rs. 

JBanlc ... ... ... ... ... Irr. 

To Preference Share Application Account 
(Being the amount received on applications for 4,000 

Shares at Rs. 10 per share.) 


40,000 

40,000 

Preference Share Application Account ... ... Dr. 

To Preference Share Capital Account 
(Being the transfer of the above amount to the respective 
Share Capital Account.) 


40,000 

40/300 

Preference Share Allotment Acoount ... * ... Dr. 

To Preference Share Capital Account 
w . Preference Share Premium Amount 
(Being the amounts due in respect of Allotment and 
Premium on 4,000 Shares at Rs. 10 and Ra. 5 per s 
share respectively.) 

3 

60,000 

• 

40,000; 
20,000 1 

Bank Account ... ... ... ... Dr. 

To Preference Share Allotment Amount 
(Being the amount received in respect of total amount 
called on allotment including premium.) 


60/300 

60/300 

Preference Share First and Final Call Amount ... Dr, 

To Preference Share Capital Aooount 
(Being the total amount due on First and Final Call at 

Ba. S per share on 4/300 share*.) 


20/300 

20/500 

« #/ 

' V 

Bank Amount *... ... •• * ... Dr. 

To Preference Share First and Final Call Amount 
(Being tha amount received on First and Final Call) 


3M>op 

20/3:30 
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ISSUE OF SHAKES AT A DISCOUNT 

It is now lawful fear a company to issue at a discount shares in the 
company of a class already issued: 

Provided that— 

(a) the issue of the shares at a discount is authorised by a resolu¬ 
tion passed in general meeting of the company mid is sanctioned 
by the Court; 

(b) the resolution states the maximum rate of discount (not 
exceeding 1Q% in any case) at which shares are to be issued; 

(c) not less than one year must, at the date of issue, have elapsed 
since the date on which the company was entitled to commence 
business; and 

(d) the shares to be issued at a discount must be issued within six 
months after the dat§ on which the issue is sanctioned by the 
Court or within such extended time as the Court may allow. 

t 

Every prospectus relating to the issue of the shares and every 
balance sheet issued by the company subsequently to the issue of the 
shares must contain particulars of the discount allowed on the issue of 
the shares or of so much of that discount as has not been written off at 
the date of the issue of the document in question. 

ENTRY ON ISSUE OF SHARES AT A DISCOUNT 

When shares are issued at a discount, the entry will be as under : — 

Bank Account .. .. .. .. Dr. 

(with the actual amount received) 

> Discount on Issue of Shares Account .. .. .. Dr. 

(with tiie discount allowed by the Co.) 

To Share Capital Account 

(with the face value of the shares issued). 

There is no legal compulsion on a company to write off the Discount 
on Issue of Shares within any stated number of years, but inasmuch as 
it represents a deferred revenue loss, it seems desirable and sound to 
write off this debit by charging it to revenue over a reasonable number 
of years. Until this account is thus entirely written off, the balance 
remaining will have to be shown on the assets side of the Balance Sheet 
under its distinct heading. 

ISSUE OF DEBENTURES AT A DISCOUNT 

Debentures may be issued at a discount, but there are no conditions 
attached to such an issue as in the case of shares. When debentures 
are issued ait a discount, the necessary entry will be to debit the Bank 
Account with the amount actually received-'-'by the Company, debit 
Discount cm Issue of* Debentures Account with the amount of discount 
that the Company allows, and to credit the Debentures Account with 
the full face value. 

The loss thus suffered by the Company receiving less amount from 
the Debenture-holders than the amount of liability thereon as indicated 
by the nominal value of the debentures issued, should not be charged off 
to the Profit and Loss Account of the year in which such loss is sus¬ 
tained, hut must be distributed over Jfoj period during which the 
debentures run. 
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T hus, every yew ft yroptirtioiu>te amouait of this diioount will be 
written off to the Profit ana 1 mm Account, whereas the balance not 
written off will be shown on the Assets side of the Balance Sheet, under 
its distinct heading “ Discount on Issue of Debentures.” TK* * 

extending this loss on discount over the life of the debentures is to f#» 
that each of the years utilising the moneys borrowed by the issue of 
debentures is made to bear an equal burden in respect of loss 
sustained at the time of issue. 

Where the Debentures are irredeemable, the Discount on Deben¬ 
tures should not be allowed to stand in the boqjcs permanently, but 
should be written off within a reasonable period. While writing up the 
Books of Account, care should be taken to distinguish Cash Discounts 
from the Discount on Debentures, since the latter needs a special treat¬ 
ment as described above. • 

Where any other expenses are incurred on the issue of Debentures, 
it is usual to debit such expenses as well as the Discount on Debentures 
to one account called “Cost of Issue of Debentures.” The whole of 
the cost of issue should then be spread equally over the number of years' 
for which the Debentures are to run, and a proportionate amount 
charged off to Profit and Loss Account each year. The balance not 
written off will in the meantime appear on the assets side of the Balance 
Sheet as under :— 

Cost of Issue of Debentures— ■ 

(Balance not written off) 

Example 85 

A Company issues 1,000 Debentures of Rs. 100 each at a discount of 5 per cent 
payable Rs. 30 on application and Rs. 65 on allotment. The Debentures are to 
expire at the end of toe tenth year from toe date of issue. Show toe necessary 
entries. 

JOURNAL ENTRIES 


■ 

L.P. 

Rs. 

Rs. 

Bank Acoount ... ... ... ... Dr. 

To Debenture Application Account 
(Being the amount received along with applications for 

1,000 debentures at Re. 30 per debenture.) 

1 

‘ 

30,000 

30,000 

Debenture Application Account ... ... Dr. 

To Debentures Account » 

(Being the transfer of the amount to Debentures Account,) 

I 

• 

30,000 

30,000 

Bank Amount ... ... ... ... Dr. 

Disoount on Issue of Debentures ... ... , „ 

To Debentures Account 

(Being the actual amount received a* afeo the discount 
allowed on allotment.) 

i 

65,000 

5,000 

* 

70,000 


Note .—In this case, 1(10 of toe .Discount on Issue of Debentures will be written 
off to Profit and Loss Account st toe end of each year, so that each of the 10 years 
for which toe Debentures are to run will be made to bear an equal proportion 
of this loss. 

fjhnwnplft 86 

On January lat 1887, toe Pictorial Journals Ltd, offered tor subatU^pfiori ^OOO; 
5 per cant Debentures «f Rs. 100 each, repayable fo tors years at par. ftss'prtoa' 
of feme was Rs. «7* The De b e n t ur es were allotted on January 3rd.' (Show toe 
Dfecount cn Debenture# Account fer toe five yeets after issue. 
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DISCOUNT ON ISSUE OF DEBENTURES ACCOUNT 


1937 



Ra 

1937 


Ra 

Jan. I 

To Debentures Amount 

12,000 

i 

Dea 31 

By Profit A Loss Amount 
(l/5tfa of Ra 12/JOO 
written off) 

„ Balance o/d. 

2.400 

9,600 

1938 
Jan. 1 


Rs. 

12,000 

1938 
Dec. 31 

Ra 

12,000 

To Balance b/d. 


9,600 

1 

By Profit A Lon Amount 
(l/5th of Ra 12,000 
written off) 

„ Balanoe o/d. 

2,400 

7,200 

1939 
Jao. 1 


Rs. 

9,600 

1939 

Dec. 3L 

Ra 

9,600 

To Balance b/d. 

j 

j 

7,200 

1 

i 

1 By Profit A Loss Amount 
<l/5th of Re. 12,000 
written off) 

„ Balanoe o/d. 

2.400 

4,800 

1940 
Jan. 1 


Rs. 

* 7,200 

1940 
Deo. 31 

Rs. 

7,200 

To Balance b/d. 

• • • 

4,800 

By Profit A Loss Account 
(l/5th of Rs. 12,000 
written off) 

„ Balance o/d. 

2,400 

2,400 



Ra 

4,800 


Ra 

4,800 

1941 
Jan. 1 

To Balanoe b/d. 

• • » 

2,400 

1941 
Deo. 31 

j 

1 

By Profit A Loss Account 
(l/5th of Rs. 12,000 
written off) 

2,400 



Ra 

2,400 


Rs. 

2,400 



» 






Note.—In this case, as the Debentures are to last for 5 years, one-fifth of the 
Discount on Issue of Debentures is charged to Profit and Loss Account each year. 


ISSUE OF DEBENTURES AT A PREMIUM 

e 

Debentures like shares may also be issued at a Premium, and the 
premium received should be credited to Debenture Premium Account 
Since the premium received is not a profit earned in the usual course 
of the business, it should not be transferred to Profit and Loss Account, 
hut should be utilised in writing off expenses of issuing Debentures, 
or in writing down fictitious assets such as Preliminary Expenses, or be 
credited to Debenture Redemption Fund Account if any. 

There is, however, nothing to prevent a company from treating 
this pr emium as a Revenue Profit and distributing the same in dividends, 
unless the Articles forbid such a course. 


Example 87 

Rs, 5,00,000 Debenture* in Bonds of Ra 500 each are issued by a limited 
■Company at a premium of 5 per oent payable Rs. 275 per bond on ap pl ica ti on 
(including the premium) the' balance on allotment. Make the necessary 
Journal and Cash Book Entries on the aznount'feeing duly received. 
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CASH BOOK 



Be. 



Re. 

To Debenture Application A/a— 
Application Deposit on 1,000 
Debentures «t Re. 275 per 
debenture including premium 
of Re. 25 per debenture 
„ Debenture Allotment A/e.— 
Allotment money received ou 
1,000 Debenture* at Re. 250 
per debenture 

2,75,000 

2,50,(XX 

By Balance o/d. 

> 

a 


5,25,000 

1 

Re. 

11 


Re. 

1 5,25,000 

To Balanee b/d. 

j^yirfri'r 

m 


i 


JOURNAL • 



L.P. 

Ra. 

Rs. 

Debenture Application Account... ... ...-Dr. 

To Debenture* Account 
„ Premium on Issue of Debenture Account 
(Being the amount received on Debenture Applications 
at Rs. 275 per debenture on 1.000 Debentures issued, 
including premium of Re. 25 per debenture, trans¬ 
ferred irom the former account to the appropriate 
acoounta.) 

• 

2,75,000 

• 

2,50,000 

25,000 

Debenture Allotment Account ... ... ...Dr. 

To Debentures Account 

(Being the amount due on allotment of 1,000 Debentures 
at Rs. 250 per debenture.) 


2,50,000 

/ 

• 

2,50,000 

<k 


DEBENTURES ISSUED AT PAR AND REPAYABLE AT PREMIUM 

0 

When Debentures are issued at par and are repayable at a premium, 
the following entry is passed :— 

Bank Account .. .. .. .. Dr. 

(with the par value received). 

loss on Issue of Debentures .. .. .. Dr. 

(with the excess amount agreed to be paid represent¬ 
ing the difference between the par value and the 
premium payable). 

To Debentures Account 
(with the face value of the Debentures). 

To Premium on Redemption of Debentures Account 
(with the premium agreed to be paid). * 

The Loss on Issue of Debentures Account will be spread equally 
over the number of years the Debentures are to run and a proportionate 
amount will be charged off to Profit and Boss Account each year, the 
balance not written off appearing in the meantime on the a&ets side of 
the Balance Sheet, under its distinct heading. 

The Premium on Redemption of Debentures Account will appear 
as a distinct liability apart from the Debentures Account year after 
year during the period the Debentures are running. When the Deben¬ 
tures become repayable, the credit balance of Premium on Redemption 
of Debentures Account will Ipe transferred to the Debentures Account, 
and on the Debenture-holders being paid out the whole amount includ¬ 
ing the premium, the Debentures Account will he debited and thus 
closed. 
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Itmust be notedthatthe provision to be made in respect of redemp¬ 
tion. of the debentures must be inclusive of the premium amount. 


DEBENTURES ISSUED AT DISCOUNT AND REPAYABLE 
AT PREMIUM 

When the Debentures are issued at a discount and are repayable 
at a pre mium, the whole of the difference represented by the actual 
amount realised at the time of issue and the amount repayable inclusive 
of the premium will be debited to Loss on Issue of Debentures Account. 


Example 88 

A Company islrued Rs. 1,00,000 worth of 6 per cent Debentures at par repayable 
after 10 years at a premium of 5 per cent Pass the necessary entry to record the 
transaction. 

Bank Account .. .. .. Dr. 1,00,000 

Loss on Issue of Debentures .. Dr. 5,000 

To Debentures Account .. 1,00,000 

„ Premium on Redemption at Debentures .. 5,000 

Note .—As the Debentures are to last for 10 years, one-tenth of the Loss on 
Issue will be charged ofI to revenue each year, so that by the time the Debentures 
expire, the whole of the loss would be equally distributed. 


Example 89 

A Company issued Rs. 1,00,000 worth of 6 per cent Debentures at a discount 
of 5 per cent repayable after 10 years at a premium of 5 per cent. Pass the neces¬ 
sary entry to record the transaction. ^ 

• Bank Account .. .. .. Dr. 95,000 

Loss on Issue of Debentures .. .. Dr. 10,000 

To Debentures Account .. .. 1,00,000 

„ Premium on Redemption of Debentures .. 5,000 


' Note.—In this case, the loss represents the difference between the discount and 
par value as also the par and the premium value. The whole of this loss of 
Rs. 10,000 will be spread equally over the 10 years tha Debentures are to run, and 
a proportionate amount will be charged off to revenue each of these years. 


FORFEITURE OF SHARES 

The Articles of most Companies authorise the Directors to forfeit 
the shares of such shareholders who fail to pay up the Calls made on 
them. 

v 

The defaulters are usually served with a notice to the effect that 
unless the Calls in arrear are paid by a specified date, their shares will 
he forfeited, and their names will be struck off the Register of Members. 
The effect of such a forfeiture is to cancel the Share Capital to the extent 
of the amount called up on these shares, and, consequently, the entry 
to give effect to the forfeiture will be as follows:— 

Debit Share Capital Account to the extent of the amount called up 
on the forfeited shares, credit Forfeited Shares Account with the amount 
received on these shares, and credit the particular Call Account with 
the amount in arrears in respect of which such forfeiture 1ms taken 
place. 


Example 99 

The Directors of a Limited Company forfeit 109 shares of Rs. 10 each of 
P. Gupta who baa paid (tee Rupee per share on Application, Rs. S per share on 
Allotment and has railed to pay die first Call of Rs. 3 per shine. Pass the neces¬ 
sary Journal Entry to record the forfeiture. -»•* - 
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(c) where any. such shares are redeemed otherwise than out of the 
proceeds of a fresh issue, there shall out of profits distributable 
be transferred to a reserve fund’to be called “the capital 
redemption reserve fund/’ a sum equal to the amount applied 
in redeeming the shares; 

(d) where any such shares are redeemed out of the proceeds of 
a fresh issue, the premium, if any, payable on redemption must 
have been provided for out of the profits of the company before 
the shares are redeemed. 

There shall be included in every balance sheet of the company 
which has issued redeemable preference shares a statement specifying 
what part of the issued capital of the company consists of such shares 
and the date on or before which those shares are liable to be redeemed 
or, where no definite date is fixed for redemption, the period of notice 
to be given for redemption. 


ENTRIES RELATING TO ISSUE OF REDEEMABLE 
PREFERENCE SHARES 

These shares can only be redeemed out of the proceeds of a fresh 
issue of shares made solely for the purpose of redemption or from 
divisible profits. The provision for redemption out of distributable 
profits should be made by either debiting Profit and Loss Appropriation 
Account or Reserve Fund, as the case may be, and crediting Capital 
Redemption Reserve Fund. 


Example 92 


The Hard and Fast Co., Ltd., had, aB a part of its Share Capital, 500 Redeem¬ 
able Preference Shares of Rs. 100 each fully paid and these have become due for 
redemption. The Company having Rs. 45,000 to its Reserve Fund, issued Ordinary 
Shares of the face value of Rs. 30,000 at a premium of 10 per cent specifically for 
the purpose of such redemption and received cash for the full amount of the issue. 
The Redeemable Preference Shares are then paid out of the proceeds of the new 
issue, the balance having been met out of balance to the credit of the Reserve 
Fund. Pass Journal Entries and show Ledger Accounts recording the above 
transactions. 


JOURNAL ENTRIES 


L.F. 


Bank Amount ... ... ... ... D r . 

To Ordinary Shares Capital Account 
„ Premium on Share* Aooount 
(Being the amount realised on the issue of Ordinary 
Shares.) 


Redeemable I^-eferenoe Shares Account ... ...Or. 

To Redeemable Preference Shareholders' Amount 
(Beiig| the transfer entry prior to redemption of the 


Reeerve Fund ... ... ... ... Dp. 

To Capital Redemption Reserve Fund 
(Being the amount set aside from distributable profits 
to provide for redemption.) 


Redeemable Preference Shareholders’ Amount 
To Bank 

’ (Being the entry for the repayment.) 


... Dr. 


*A‘ 


Rs. 

33,000 


50,000 


17,000 


50,000 


Rs. 


30,000 

3,000 


50000 


17,000 


50000 
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dividends on different classes of shares. As and when the dividend is 
paid, the Dividend Account is debited and Bank Account is credited. 
If some of the shareholders have not claimed their dividends, the 
Dividend Account will show a credit balance representing dividends 
unpaid. This is a liability of the company to the shareholders, and will 
appear on the liability side of the Balance Sheet under the heading of 
“ Unclaimed Dividends.” 

DIVIDEND LESS TAX 

When a dividend is declared less Tax, it means that each share¬ 
holder will receive only the net amount after deducting from the gross 
dividend the amount of Income-tax at the appropriate rate ruling at 
the time of declaration of dividend. Unless a dividend is specifically 
declared to be free of tax, it is always assumed to be less tax. The 
dividend on preference shares, in the absence of any provision in the 
Articles to the contrary, should always be paid less tax. The Income- 
tax deducted from a dividend declared less tax is not to be paid to the 
Inland Revenue authorities, since a company always pays Income-tax 
on its entire net profits for the year irrespective of whether these are 
distributed to the shareholders or not. The company by declaring a 
dividend less tax simply recoups a portion of the tax from the 
shareholders. 

In the books of account, the following entries will be necessary on 
the declaration of a dividend less tax : — 

Profit and Loss Appropriation Account .. .. .. .. Dr. 

To Dividend Account .... 

(with the gross amount of dividend declared). 

Dividend Account .. .. .. .. .. .. Dr. 

To, Income-tax Account .... 

(with the amount of Income-tax calculated at the appro¬ 
priate rate on the gross dividend). 

The second entry has the effect of reducing the debit already given 
to the Income-tax Account in respect of Income-tax paid by the com¬ 
pany on the whole of its profits. 

The credit balance of Dividend Account will now stand at the total 
net figure of dividend payable, and on each shareholder being paid his 
net amount of dividend (after deduction of Income-tax), Dividend 
Account will be debited and Bank Account credited. The account will 
be closed when all the shareholders have received their dividend. 

REDEMPTION OF DEBENTURES 

When, a company has borrowed moneys by the issue of Debentures 
which are ^redeemable at the end of a specified period, it is usual to 
provide for their redemption by setting aside annually from out of profits 
a certain sum which, if invested in gilt-edged securities, will accumulate 
at compound interest to a sum necessary to pay off the debenture-holders 
at the time the Debentures become repayable. If such a provision is 
not made, the company would find itself in financial difficulties when 
the time comes to repay the debenture-holders. 

The provision for Redemption of Debentures is usually made by 
creating a Sinking Fund and either investing the same in gilt-edged 
securities or taking out a Sinking Fund Ipsuraned Policy. 
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Under the first method, a certain fixed sum is set aside out of profits 
every year and a corresponding amount is invested in gilt-edged secu¬ 
rities, which when accumulated with Compound interest will produce 
the amount required to redeem the Debentures on their due date. 

The entry necessary to make provision for the Redemption of De¬ 
bentures is to debit the Profit and Loss Appropriation Account and 
credit the Sinking Fund Account or the Debenture Redemption Fund 
Account at the end of every year, with the amount ascertained for the 
purpose. When a corresponding sum is invested in gilt-edged securities, 
Debenture Redemption Investment Account will be debited and Bank 
Account will be credited. 

• 

The periodical interest, when received, on these investments will be 
credited to the Debenture Redemption Fund Account and not to Interest 
Account. The amount received in respect of Interest would also be 
immediately invested in the same class of securities, the entry being to 
the debit of Debenture Redemption Investment Account and to the credit 
of Bank Account. 

Year after year, this procedure would be followed, and at the end 
of the term of Debentures, the Redemption Fund Account and the 
Redemption Fund Investment Account would be accumulated to an 
amount sufficient for the repayment of the Debentures. 

On the sale of the specific Investments, Bank Account will l?e 
debited and Debenture Redemption Investment Account will be credited 
with the sale proceeds. The balance on the latter account will represent 
profit or loss on realisation of investments, and should be transferred 
to Debenture Redemption Fund Account. This will close the Debenture 
Redemption Investment Account. 

When the Debenture-holders are paid off, Debentures Account will 
be debited and Bank Account credited. 

The purpose for which the Debenture Redemption Fund Account 
was created having been fulfilled, it is no longer necessary to allow this 
account to stand in the Books under the same old name, and the balance 
on this Account should, therefore, be transferred to General Reserve 
Fund. 

The method of Sinking Fund Insurance Policy is, perhaps, a bit 
more costly, but is becoming more popular with large companies on 
account of its simplicity and also due to the fact that the policy is not 
subject to any risk of depreciation due, to market fluctuations to which 
gilt-edged securities are open. 

The entries for the creation of the Sinking Fund are similar to 
those described above in respect of Debenture Redemption Fund 
Account. But instead of investing the axfnual sum set aside out of 
profits in gilt-edged securities, the same is paid by way 6f premium 
to an Insurance Company, which issues an endowment policy for an 
amount equal to the sum necessary to redeem the Debentures and 
maturing on the date when the Debentures become repayable. The 
premium paid annually will be debited to Sinking Fund Policy Account 
and credited to Bank. On the maturity of the policy, the amount will 
be received from the Insurance Company and the entry would be to 
debit Bank and credit Sinking Fund Policy Account. The balance on 
the latter account, if any, will be transferred to Sinking Fund Account. 
On payment to the Debenture-holders, Debentures Account will be 
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debited and Bank Account credited. After the payment of the Deben¬ 
tures, the credit balance on the Sinking Fund Account is transferred 
to the General Reserve Fund. 

When the Debentures are repayable by annual drawings out 
of Capital and not out of profits, there is no necessity for creating a 
Redemption Fund. At the end of each year when the Debentures are 
paid off, the entry would be to debit Debentures Account and credit 
Bank. 

Example 93 

A Company issues 7£ per cent Debentures of Rs. 6,00,000 with a condition that' 
they should be redeemed by setting aside at the end of every year Rs. 20,000 out 
of profits and investing the amount in 4 per cent Government Securities (Free of 
Tax). The interest received at the end of every year should also be invested in 
the same securities. Show the Debenture Redemption Fund Account and the De¬ 
benture Redemption Investment Account for the three years after the issue. of 
debentures. The investments are made in multiples of Rs. 100 only. 


DEBENTURE REDEMPTION FUND ACCOUNT 


1 

1 

1 

I 

1st Year j 

To Balance o/d. 

Rs. 

20,000 

i | ! Rs. 

1st Year j By Profit &, Loss Appro- ! 

priation Account ...; 20,000 

% i 

Rs. 

i, 

20,000 

i Rs. | 20,000 

2nd „ ; 

To Balance c/d. 

40,800 

2nd „ ! By Balance b/d. ..., 20,000 

j „ Interest on Rs. 20,000 800 

„ Profit & Lobs Appro- j 

priation Account .. .> 20,000 

1 

Its. 

40,800 

Rs. j 40,800 

3rd ,/ j 

i 

1 

l 

To Balance c/d. 

62,432 

3rd „ i By Balanoe b/d. ...' 40,800 

! „ Interest on Rs. 40,800 ' 1,632 
„ Profit & Loss Appro- ; 

priation Account ... 20,000 


I Rs. j 

62,432 

! Rs. j 62,432 

« ! 

' i 1 

DEBENTURE REDEMPTIO] 

4th „ i By Balanoe b/d. ...’ 62,432 

N INVESTMENT ACCOUNT 


! 1 

Ra. 

1 

j Rs. 

1st Year 

1 

To Bank 

20,000 

1st Yearj By Balance c/d. ... 20,000 

2nd „ 

To Belanoe b/d. ..., 

„ Bank:— Rs. i 

' Interest 800 ! 

Instalment 20,000 , 

; -i 

! 

Rs. ! 

! 1 

20,000 

20,800 

40,800 

2nd „ | By Balance c/d. ... 40,800 

t 

, j 

i ! 

i Rs. | 40,800 

i i ’ 

3rd „ 

1 To Balance b/d. 

! „ BankRs. ' 
f Interest 1,600 

Instalment 20,000 

Ha. 

40,800 

i 

21,600 

62,400 

3rd „ By Balance o/d. ...1 62,400 

t 

1 

l i 

Re. j 62,400 

4th „ 

; To Balanoe b/d. 

62,400 

i ! ' - 
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Note .—Since the first instalment will be invested at the mid of the first year, 
no interest in respect thereof will be received in die first year. 

Example 94 

The X Company Ltd. issued Debentures for Rs. 5,00,000 redeemable at a pre¬ 
mium of 5 per cent at the end of 10 years. The directors decided is apply a part 
of the annual profits to raise a Debenture Redemption Fund to redeem the Deben¬ 
tures including the premium payable. 

Draft the Journal Entries required to be passed each year (excluding the 
figures) to bring this arrangement into effect. Show also how the ledger Accounts 
will appear at the end of the 10 years, before and after the redemption takes place. 
Give further Journal Entries showing the final redemption of Debentures. 

JOURNAL ENTRIES 


First Year 


' I 

L.F.; Rs. Ra. 


Profit A Loss Appropriation Aoeount ... ...Dr. 

To Debenture Redemption Fund 
(For the amount of profits set aside for redemption of 
Debentures.) 

Debenture Redemption Investment Account ... Dr. 

To Bank Aoeount 

(Being the investment of the above amount set aside 
out of profits for redemption of Debentures.) 


Second and subsequent Years 

Bank Aoeount ... ...Dr. 

To Debenture Redemption Fund 
(For the amount of Interest realised on the speoifio 1 

investments.) 

Profit & Loss Appropriation Acoount ... ...Dr. 

To Debenture Redemption Fund 
(For the annual amount set aside out of Profits to build 
up the Debenture Redemption Fund.) 

Debenture Redemption Investment Account ... Dr. 

To Bank 

(Being the Investment of the sum set aside each year 
out of profits as also the interest realised on 
specifio securities.) 



LEDGER ACCOUNTS BEFORE THE REDEMPTION 

DEBENTURES ACCOUNT 


f 


Rs. 

By Balance b/fd. 


PREMIUM ON REDEMPTION OF DEBENTURES ACCOUNT 


Ra. 

5,00,000 


! Rs. 

i 

• 

Ra 

| By 8undriss 

DEBENTURE REDEMPTION FUND ACCOUNT 

25,000 
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DEBENTURE REDEMPTION INVESTMENT ACCOUNT 


To Sundries (about) 


j R*. 

...5,25,000 


Re. 


Journal Entries to effect Redemption:— 



It t, 
i L.F. 

Re. 

Re. 

BanKAoeount 

To Debenture Redemption Investment Account 
[For amount realised (assumed figure) on sale of 
Investments.] 

. Dr. i 

i 

5,23,500 

5,23,500 

Debenture Redemption Premium 

To Debentures Account 

(For transfer of the premium payable on redemption 
to the Debentures Account.) 

. Dr. 

25,000 

25,000 

Debentures Aocount 

To Bank 

(For payment to the Debenture-holders inclusive of 
the premium.) 

. Dr. 

i 

i 

i 

5,25,000 

i 

i 

5,25,000 

Debenture Redemption Fund 

To Debenture Redemption Investment Account 
(For 'transfer of loss on sale of Investments to the 
former Account.) 

Dr. 

. i 

‘ t 

1 

1 

1 , 500 ; 

1,500 

Debenture Redemption Fund ... 

To Reserve Fund 

Dr. 

1 

5,23,500 1 

5,23,500 


(For transfer of the credit balance on the former 
account to the General Reserve Fund.) 


LEDGER ACCOUNTS AFTER REDEMPTION 

PREMIUM ON REDEMPTION OF DEBENTURES ACCOUNT 



Re. 

i 


i Rs. 

To Debentures Account—Transfer..! 25,000 

By Sundries 

| 25,000 

DEBENTURES ACCOUNT 


Rs. 

: 

Rs. 

To Bank 

5,25,000 

By Balance b/fd. 

„ Premium on Redemption— 

5,00,000 

i 


V 

Transfer 1 ...I 

25,000 

Rs. 

*• 

5,25,000 

Rs. ! 

i 

5.25,000 


DEBENTURE REDEMPTION FUND ACCOUNT 


To Debenture Redemption Invest¬ 
ment Account—Transfer 
„ Reserve Fund—Transfer 

Rs. 

i 1,500 
5,23,500 

By Sundries 

... 

Rs. 

5,25,000 

Rs. 

5,25,000 


Rs. 

5,25,000 
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DEBENTURE REDEMPTION INVESTMENT ACCOUNT 



1 

| Ra. 

> * 


Ra. 

To Sundries 

...'5,25,000 

♦ 

By Bank 

„ Debenture Redemption Fund 

5,23,500 


1 

Account—'Transfer 

1,500 


Ra. j5.25.000 

Ra. 

5,25,000 


RESERVE FUND ACCOUNT 


----j- 



1 Kb. 

i 

s 

By Debenture Redemption Fund 

Ra. 

i 

A ccouut—Transfer ... 

5,23,500 


PURCHASE OF BUSINESS BY A LIMITED COMPANY 

When a private business is converted into a limited Company, or 
when a Limited Company purchases a private firm acquiring its assets 
and taking over its liabilities at an agreed purchase consideration, the 
following will be the entries in the books of the Company: — 

1. Debit Business Purchase Account and credit the Account of the 

Vendors (i.e. Sellers) at the full purchase price. . 

This entry would record the fact of the Company having agreed to 
acquire a certain business at a certain agreed value. 

2. Debit each Asset Account and Goodwill Account (if any amount 
is paid for Goodwill) with the agreed value and credit the Aaeounts 
of the Liabilities taken over with their respective values and the Busi¬ 
ness Purchase Account, with the purchase price. 

This entry will serve to bring into record details of the various 
assets and liabilities taken over with their respective values, and will 
close the Business Purchase Account. 

3. On the Vendors being paid off the purchase consideration, debit 
the Vendors’ Account and credit the Share Capital Account (with the 
value of the shares issued), Debentures Account (with the value of the 
Debentures issued) and Bank Account,(with the amount paid in Cash). 

4. The value of Goodwill, if any, is arrived at by deducting the 
value of the net assets acquired from the purchase consideration. The 
value of net assets is arrived at by deducting the total amount of the 
liabilities taken over from the gross value*of the assets acquired. 

Note .— (a) When the net intrinsic worth of the business as repre¬ 
sented by the total worth of its assets minus the liabilities is less than 
the purchase price the dompany has agreed to pay, the excess amount 
must be debited to Goodwill Account. 

(b) If the net intrinsic worth of the business as determined by 
its total assets minus liabilities comes to more than the purchase con¬ 
sideration, the company stands to gain on the purchase, and such a gain 
(not being a profit earned in the usual course of the business) must be 
credited to Capital Reserve Fund Account. 
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Example 95 

The Indian Manufacturing Company was incorporated on 1st January 1941 
with a Capital of Hs. 5,00,000 divided into 2,000 74 per cent Cumulative Preference 
Shares of Rs. 100 each and 6,000 Ordinary* Shares of Its. 50 each to take over the 
business of Messrs. B. & C. at the following valuation:— 


Rs. 

Land and Buildings .. .. .. •• •* .< 1,50,000 

Machinery and Plant ... .. ... • • * • 60,000 

Stock-in-trade and Work-in-progress .. .. .. .. 30,000 

Book Debts .. .. .. .• •• 15,000 

Goodwill .. .. .. .. • • • • • • 95,000 


Rs. 3,50,000 


The consideration was to be the issue to the Vendors of 500 Preference Shares, 
4,000 Ordinary Shares and the balance was to be paid in cash. 

Of the remaining Capital, 1,500 Preference Shares and 1,500 Ordinary Shares 
were issued to the public, payable one-fifth on application, two-fifths on allotment 
and two-fifths on a call to be made on February 15th. Subscriptions were received 
for 1,600 Preference Shares and 1,300 Ordinary Shares, the application payments 
on 100 Preference Shares being returned to the applicants. All the remainder 
were allotted on January 25th. The payments due on allotment were received, and 
settlement made with the Vendors. The Call was made in due course and on 
March 1st Rs. 20,000 had been received on account of same from Preference Share¬ 
holders and Rs. 18,000 from Ordinary Shareholders. The Preliminary Expenses 
amounted to Rs. 4,500. Write up the books and accounts necessary to give effect 
to these transactions and show the statement of the Capital in the Balance Sheet 
as at March 1st. 

JOURNAL ENTRIES 


1941 
3an. 25 

Preference Share Application Account ... Dr. 

To Preference Share Capital Account 
(Being the transfer of application money 
received on 1,500 Preference Shares.) 

L.F. 

Rs. 

30,000 

Rs. 

30,000 

99 99 

Ordinary Share Application Account ... Dr. 

To Ordinary Share Capital Account 
(Being the transfer of application money 
received on 1,300 Ordinary Shares.) 

13,000 

13,000 

99 99 

L ' ' ! 

Preference Sltare Allotment Account ... Dr. ' 

To Preference Share Capital Account 
(Being the amount due at Rs. 40 per share ' 

nn 1,500 Preference Shares allotted as per 

Minute dated January 25th.) 

60,000 

60,000 

n w 

Ordinary Share Allotment Account ... Dr. 

To Ordinary Share Capital Aooount 
(Being the amount due on 1,300 Ordinary 

Shares at Rs. 20 per share allotted as per | 

Minute dated January 25th.) j 

26.000 

26,000 

99 99 

Business Purchase Aocount ... Dr. 

To Vendors’ Account 

(Being the Purchase Consideration payable to 
the Vendors for the assets acquired by the 
Company as per the agreement dated — 
and adopted by the Board on-.) • 


3,50,000 

3,50,000 

99 99 

\ 

Land and Buildings Aooount ... ... Dr. 

Plant and Machinery ... ... „ 

Stock-in-Trade ... ... „ 

Sundry Debtors ... ... „ 

Goodwill ... ... „ 

To Business Purchase Account 
(Being the incorporation of the assets taken 
over from the Veodora.) 


1,50,000 

60.000 

30,000 

15.000 

95,000 

3,50,000 
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JOURNAL ENTRIES—-(Contd.) 




L.F. 

Rs. 

Rs. 

Jan. 25 

1 

Vendors’Account ... ... ...Dr. 

To Preference Share Capital Acoount 
„ Ordinary Share Capital Aoooont j 

(Being the allotment to the Vendors of 500 
Preference and 4.000 Ordinary Shares, all 
as fully paid-up in part payment of Pur¬ 
chase Consideration as per the Board's 
Resolution of-•-.) , 

1 

2,50,000 

50,000 

2 ,00,000 

Feb. 15 

Preference Shares Call Auoount ... ... Dr. 

To Preference Share Capital Account 

1 (Being the amount due on Call on 1,500 

Preference ShareB made as per the Board’s > 

j Resolution of February 15th.) 

i 

i 

60,000 

60,000 

M » 

i Ordinary Shares Call Aooount ... ...Dr. 

i To Ordinary Share Capital Aooount 

i (Being the amount due on Call on 1,300 
j Ordinary Shares as per the Board’s 

Resolution of February 15th.) 

• 

26,000 

26,000 


CASH BOOK 



Rs. 


Rs. 

To Preference Share Application ; 


By Preference Share Application 


Aooount 


Account 

• 

(Being Application Deposit of 


(Being return of Application 


Rs. 20 per share on 1,600 


Deposit) 

2,000 

Shares applied for) 

32,000 

„ Preliminary Expenses 


„ Ordinary Share Application 


(Being the amount expended 


Aooount 

* 

on Registration and Pro- 


(Being Application Deposit of 


motion) 

4,500 

Rs. 10 per share on 1,300 


„ Vendors*’ Aooount 


Shares applied for) 

13,000 

(Being the payment to 


„ Preference Share Allotment 


Vendors on final settlement) 

1 ,00,000 

Account 


„ Balance e/d. 

62,500 

(Being Allotment Money 




received on 1,500 Shares @ 




Rs. 40 per shine) 

60,000 

• 


„ Ordinary Share Allotment 




Acoount 

s 



(Being Allotment Money 




reoeived on 1,300 Shares @ 




Rs. 20 per share) 

26,000 



„ Preference Share First Call 


J 


Acoount 




(Being amount reoeived on 




acoount of First Call on 




Preference Shares) 

20,000 



„ Ordinary Share First Call 




Account 




(Being the amount received 


1 


on account of First Cali on 




Ordinary ShareB) 

18,000 1 


' 

Rs. 

1,69,000 

--- 

Rs. 

1,69,000 

To Balance b/d. 

62,500 
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PREFERENCE SHARE APPLICATION ACCOUNT 
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PREFERENCE SHARE CAPITAL ACCOUNT 
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THE INDIAN MANUFACTURING COMPANY, LTD. 
BALANCE SHEET as at 1st March 1941 


Capital and LiabiUties 

Rs. 

Authorised Capital:— 
2,000 74% Cumulative 
Preference Shores of 

Rs. 


Rs. 100 each 

2 ,00,000 


.6,000 Ordinary Shares 
of Rs. 50 each 

3,00,000 


Rs. 

5,00,000 


Issued Capital:— 



2,u00 74% Cumulative 
Preference Shares of 



Rs. 100 each 

2 ,00,000 


5,500 Ordinary Shares 
of Re. 50 each 

2,75,000 


Rs. 

4,75,000 


Subscribed and Called-up 



Capital:— 

1,500 74% Preference 
Shares of Rs. 100 each 
fully oalled-up 

1,50,000 


500 74% Preference 
SharesofRs. 100 each 
issued to the vendors 
as fully paid-up 

50,000 


1,300 Ordinary Shares 
of Rs. 50 eaoh fully 
called-up 

65,000 


4,000 Ordinary Shares 
of Rs. 50 each issued 
to the vendors as 
fully paid-up 

2 ,00,000 


Less Calls unpaid 

4,65,000 


as under:— 

On Preference Rs. 

Shares 40,000 

On Ordinary 

Shares 6,000 

48,000 

Rs. 

4,17,000 

4,17,000 


Property and Assets 

Rs. 

Goodwill at cost 95,000 

Land and Buildings at cost 1,50,000 
Machinery and Plant at 
cost 60,000 


Preliminary Expenses 

Stock-in-Trade and Work-in- 
Progress at cost 
Book Debts 
Cosh at Bank 


Re. 


3,05,000 

4,500 


30,000 

15,000 

62,500 


Rs. 


4,17,000 


PROFITS PRIOR TO INCORPORATION 

When a company* takes over a running business from a date prior 
to the date of its own incorporation, the profits earned prior to incor¬ 
poration cannot be said to have been earned by the company as it had 
no legal existence then, and such profits are therefore not legally avail¬ 
able for the purpose of distribution as dividend. In case of a public 
company, it is not supposed to have legally earned profits until it has 
received a Certificate entitling it to commence business. Evidently, 
therefore, such profits are in die nature of Capital Profits and should 
be transferred to Capital Reserve Fund.* * 
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It may be noted, however, that in return for the loss of profits 
which the vendors sustain from the date of sale of their business to 
the date of actual payment of the purchase consideration by the com¬ 
pany, the vendors are entitled to a certain rate of interest cm the pur¬ 
chase price from the date the sate is effected to the date of payment; 
and, inasmuch as such interest payable by the company is in return 
for the profits it enjoys from the date of purchase, it becomes necessary 
to see that the interest from the date of purchase to the date of incor¬ 
poration or commencement certificate is set off as a first charge against 
the profits, if any, made by the company, between the above two dates. 
The credit balance of such profits, if any, then left after the charge in 
respect of the above interest, should be transferred to Capital Reserve 
Fund, and not to the general or ordinary Reserve Fund, as the latter 
is available at any time for equalisation of dividend. If, however, the 
directors feel that the book values of some of the assets acquired are 
far in excess of iheir true present worth, they can well utilise the 
balance of the above profits in writing down such assets so as to bring 
them on a par with their present values, or in reducing the value of 
goodwill account, if there is any. • 


Example 96 

A Limited Company was incorporated on 1st May to take over a business as 
a going concern from the previous 1st January. The total turnover for the year 
ending 31st December, was Rs. 1,00,000, of which Rs. 30,000 was for the period upto 
1st May, and Rs. 70,000 for the remaining period. The gross profit for the year 
was Rs. 25.060. The total expenses for the year amounted to Rs. 14,982 which 
included Rs. 750 for Directors’ Fees. How would you apportion the profits between 
those prior to incorporation and those subsequent to incorporation ? 


PROFITS PRIOR TO INCORPORATION 


Gross Profit to 1st May 

Total Expenses for the year 
Lew Directors* Few 

* 

Expenses to 1st May 

Profits prior to Incorporation 


Rs. 

30,000 

...-x 25,060 = 7,518 

1,00.000 

Rs. 14,982 

- 750 

Rs, 14,232 


... 1/3 x 14,232 = Rs. 4,744 


= Rs. 2,774 


PROFITS SUBSEQUENT TO INCORPORATION 


Gross Profit from 1st May to 31st 
December 


70,000 


1 , 00,000 

Rs. 

Lets Expenses ~ x 14,232 *n 9,488 
„ Directors* Fees 750 


• Rs. 

x 25,060 as 17,542 


10,238 


Profits subsequent to Incorporation 


= Rs. 7,304 
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ASCERTAINMENT OF PROFITS PRIOR TO INCORPORATION 

The ascertainment of the actual profits made before incorporation 
is practicable only provided stock is taken and valued as at the date 
of the Company’s incorporation. As, however, in a majority of cases 
this is not done, the first Trading and Profit and Loss Account naturally 
includes the figures for the whole period, viz., from the date of purchase 
of the business to the close of the financial period. The net profits for 
the whole period would then have to be apportioned into two periods, 
viz., before and after the incorporation, on some equitable basis. This 
apportionment may be done either on the basis of the periods them¬ 
selves, or on the basis of the respective turnover of each of the periods. 
The only profits then available for dividend would be those ascertained 
to have been earned subsequent to incorporation, or in case of a public 
company, subsequent to receipt of its Commencement Certificate. 

A still more reliable and accurate method for approximation of 
profits prior to incorporation is to apportion the gross profit between 
the two periods on the basis of their respective turnovers, and then to 
set off against such gross profit the revenue expenses of each period. 
In so allocating the expenses, fixed expenses such as Office Rent, Staff 
Salaries, Rates, Taxes, Insurance, etc., should be apportioned on the 
basis of time covered by each period. On the other hand, expenses 
as have a direct bearing on the sales such as Commission to canvassers 
and sales managers, Travelling Expenses of canvassers, Advertising, 
etc., should b^. apportioned on the basis of the turnover of each period. 
The Expenses of each period having thus been set off against their 
relative figure of gross profit, the net profit made before and after the 
incorporation or commencement certificate will be ascertained. 

LOSS. PRIOR TO INCORPORATION 

If a company buys over a running business before the date of its 
registration, and a loss is incurred prior to the date of Incorporation 
or the date of Commencement Certificate, such a loss should be capi¬ 
talised by adding it to the amount of Goodwill paid on the purchase 
of business, or if no Goodwill is paid for, by debiting the amount to 
Goodwill Account. If it is not desired to capitalise the loss, then the 
amount should be left on a Suspense Account, which should be written 
off out of profits of a capital nature, e.g., Premium on Shares, Profit on 
Forfeited Shares, or Premium on Issue of Debentures, etc. 

INTERIM DIVIDEND - 

The power to declare Interim Dividends is generally given by the 
Articles, and Table A empowers the Directors to pay Interim Dividends 
at their discretion. This dividend is usually declared by the Directors 
without the sanction of the company in general meeting. Since an 
Interim Dividend is in anticipation of the profits for the whole financial 
year, directors must be careful to see that the profits already made 
sufficiently justify the payment of an interim dividend, and that there is 
no likelihood of any loss being made in the succeeding half year as 
would wipe off the profits already made in the first half year. If the 
company makes loss for the year, the dividend will be taken to have 
been declared and paid out of capital, and the directors will be 
personally liable to make good the whole amount paid by way of 
dividend. 



COMPANY ACCOUNTS 


343 


Before declaring an interim dividend, interim financial accounts 
should be prepared in which all the usual provisions in respect of out¬ 
standing liabilities for Expenses, Depreciation, etc., Should be made. 
Although the accounts may disclose large profits, it is always desirable 
that the interim dividend be declared on a very conservative basis, 
leaving a major portion of the profits undistributed to provide for 
contingencies. 

INTEREST ON SHARE CAPITAL DURING CONSTRUCTION 

Where any shares of the Company are issued for the purpose of 
raising money to defray.the expenses of the construction of any works 
or buildings or the provision of any plant which cannot be made profit¬ 
able for a lengthened period, the company can pay interest on the paid- 
up capital during the period of construction and capitalise the same by 
charging such interest to the cost of the wojks building or plant, 
provided that— 

(o) The payment is authorised by the Articles or by a Special 
Resolution and sanctioned by the Local Government (Board of Trade 
in England) ; 

(b) The payment will be made only for such period as may be 
determined by the Local Government (Board of Trade in England) ; 
and 

(c) The rale should not exceed four per cent per anoum. 

(cl) The accounts of the coippany mast show the share capital on 
which arid the rate at which interest has been paid out of capital. 

BONUS TO SHAREHOLDERS 

Occasionally, in the case of a successful company, large reserves 
might have been accumulated out of profits as a result of the directors' 
policy not to distribute the whole of the profits, but to lay aside some¬ 
thing to enable the company to meet any unforeseen contingency that 
may arise in the future or to serve as so much more working capital 
to cope with the increasing business. Besides, the Reserve Fund may 
have accumulated to an amount far in excess f 'f the present or the future 
needs of the company, and it would then be deemed desirable to give 
benefit of a part of such reserve to the existing shareholders by way of 
compensation for the loss of dividends which they had suffered. This 
desire on the part of the directors can be given effect to by a Bonus 
to Shareholders payable from out of Reserve Fund being proposed by 
the former and sanctioned- by the General Meeting of Shareholders. 
Instead, however, of paying cash and depleting the financial resources 
of the company, such bonus may be satisfied by the issue of additional 
shares considered as fully or partly paid up. Thus, the company is 
enabled to capitalise a part of its reserves by issuing Bonus Shares in 
lieu of cash. 

The capitalising of reserves by the above method benefits the 
company inasmuch as the past accumulated profits are permanently 
retained in the business. Further, the share capital is thus adjusted 
to a figure more on a level with the actual capital employed in the 
undertaking. Where the profits and the consequent dividends are 
large in comparison with the company’s paid-up Capital, the inference 
of profiteering is very strong; but where the paid-up capital is increased 
by the issue of bonus shares, although the profits will remain round 
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about the previous level, the percentage of dividend must necessarily 
be reduced, and yet the actual return to the individual shareholder will 
remain the same. 

The shareholders have no occasion to be dissatisfied with such a 
procedure, as they can easily realise their Bonus Shares, if they so wish 
to. Besides, the fact that the Company was enabled to issue Bonus 
Shares out of the accumulated Reserves will tend to bring up the market 
value of those shares at a premium. 

ENTRIES ON ISSUE OF BONUS SHARES 

On the issue of Bonus Shares at par out'of the existing Reserve, 
the following Journal entries are necessary : — 

(1) Debit Reserve Fund Account and Credit Share Bonus Account 
with the total amount of Bonus declared. 

(2) On the issue of Bonus Shares, debit Share Bonus Account and 
credit Share Capital Account with the value to the extent of which the 
shares are considered to be paid-up. 

(3) If the Bonus Shares are issued at a premium, the first entry 
is just the same as described above, but on the issue of the shares, Share 
Bonus Account will be debited with the total amount of the Bonus 
declared, Share Capital Account will be credited with the face value 
of the shares issued and Share Premium Account will be credited with 
the amount of premium on the total issue. The credit balance of the 
Share Premium Account will have to be dealt with as an item of Capital 
Profit, as already explained. 


Example 97 

The Indian Theatres, Ltd., have accumulated a Reserve Fund of Rs. 3,50,000. 
The Nolminal Capital of the Company consists of 60,000 Ordinary Shares of Rs. 10 
each, of which 50,000 shares have been issued and fully paid up. The Directors 
propose to distribute a part of the Reserve by the issue of one fully paid share 
of Rs. 10 each at a premium of Rs. 5 per share for every five shares held. Give 
the entries necessary to record the new issue of shares in the Company’s books. 

JOURNAL ENTRIES 


L.F.I Rs. 


Rs. 


Reserve Fund ... ... ... Dr. > 

To Share Bonus Aooount i 

(Being the Bonus declared out of the Reserve as per the 
Resolution dated - .) 


I 1,50,000 

i 


1,50,000 


Share Bonus Aooount ... ... ...Dr. 

To Share Capital Account 
„ Share Premium Account 

(Being the issi.e of one fully-paid share of Rs. 10 each 
for every five shares held in fall satisfaction of the 
Bonus payable.) 


1,50,000 


1 , 00,000 

50,000 


i 


Example 98 


The accounts of Gaiety Ltd., on 30th June 1941, showed a balance to die credit 
of Profit and Loss Account of Rs. 75,800. The Nominal Capital of the Company 
was Rs. 2,50,000 in shares of Rs. 10 each, 10,000 of which were subscribed and paid 
up to the extent of Rs. 7-8 per share. At the annual general meeting of the com¬ 
pany, it was decided to pay a dividend for the year ended 30th June 1941 of 40 
per cent Free of Tax, which was partly to be applied in making the existing shares 
fully paid up and partly to be satisfied in cash. - * 
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Make the Journal Entries necessary to give effect to the above Resolution, 
a««nmtng that the dividend baa been paid. 

JOURNAL ENTRIES 



L..F 

Rs. 

! Ra. 

Share Final Call Account ... ... ... Dr. 

To Share Capital Account 

(Being die Final Call money due on 10,000 Shares at 

Ra 2/8 per share as per the Board's Resolution 
dated-.) 

• 

25,000 

; 25,000 

Profit and Losa Appropriation Aocount ... ... Dr 

To Share Dividend Aocount 

(Being dividend at 40% Free of Tax declared for the year 
ended 30th June 1941 on a capital of 10,000 Shares 
of Rs. 10 each Rb. 7/6 per share paid up as per the * 

Resolution dated-.) 


30,000 

! 

30,000 


Share Dividend Account 

To Share Final Call Account 
„ bank 

(Being part of dividend applied in payment of the Final 
Call and part paid in cash.) 


Dr. 


30,000 


25,000 

5,000 


REDUCTION OF SHARE CAPITAL 

A company, if so authorised by its Articles, may by. Special Reso¬ 
lution, and subject to the sanction of the Court, reduce its Share Capital 
in any one of the following three different ways : — 

(1) Extinguish or reduce the liability on any of its shares in respect 
of share capital not paid up; or 

(2) Either with or without extinguishing or reducing the liability 
on its shares, cancel any paid-up capital which is lost or unrepresented 
by available assets ; or 

(3) Either with or without extinguishing or reducing the liability 
on its shares, pay off any paid-up capital which is in excess of the wants 
of the company. 

Besides the above, the capital of a company can be reduced by 
Forfeiture or accepting Surrenders, without a Special Resolution or 
the Court’s sanction, but only by a Resolution of the Board, if so 
authorised by the Articles. 

ENTRIES ON REDUCTION OF CAPITAL 

When the Share Capital of a company is reduced for the purpose 
of wiping off past losses, and for reducing the values of certain existing 
assets, the following Journal entries are essential. The first entry would 
be to debit Share Capital Account and credit a Capital Reduction 
Account with the amount by which the Capital is desired to be reduced. 
Hie second entry would be to debit Capital Reduction Account and 
credit the Profit and Loss Account, and also the various Asset Accounts 
with the amounts to be written off from their book values. Immediately 
after reduction, a fresh Balance Sheet will be prepared which should 
show the new Capital and also the original Capital which has been 
reduced. Similarly, the assets should be shown at the original book 
values less amounts written off from reduction of Capital. 
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Example 99 


The following was the Balance Sheet of Cipher Ltd, as pn 30th June 1941: — 


Capital and Liabilities 


Rs. 

i 

Property and Assets 

Bs. 

Authorised Capital:— 



Goodwill ... : 

20,000 

50,000 Preference Shares 

of 


Leasehold Premises 

1,07,000 

Rs. 10 each 

• • • 

5,00,000 

Plant and Maohinery .. 

60,000 

50,000 Ordinary Shares 

of 

Patents ...1 

1,73,900 

Rs. 10 each 

... 

5,00,000 

Preliminary Expenses ...j 

Stock 

2,000 

34.000 

• 

Rs. 

10,00.000 

Debtors 

56,000 

Issued Capital: - 
25,000 Preference Shares 

of 


Cash in hand ..J 

Profit and Loss Account— 

100 

Rs. 10 each 

25,000 Ordinary Shares 

t • J 

of 

2,50,000 

Debit Balance 

1,23.000 

lis. 10 each fully paid 

... 

2,50,000 

5,00,000 

1 

I 

i 


Sundry Creditors 

Hunk Ovordraft 


40,000 

36,000 

i 



Rs. 

5,76,000 

Rs. 

5,76,000 



- - * • ^ 

si 



The Company proved unsuccessful and resolutions were passed to carry out 
the following scheme of reduction of capital: — 

(1) That the Preference Shares be reduced to an equal number of fully paid 
shares of Rs. 5 each. 

(2) That the Ordinary Shares be reduced to an equal number of fully paid 
shares of Rs. 2-8 each. 

(3) That the amount so available foe utilised towards wiping off losses and the 
reduction of assets as follows: — 

Preliminary Expenses, Goodwill and Profit and Loss Account to be written 
oft entirely. 

Rs, 27,000 to be written oil Leasehold Premises. 

Rs. 14,000 to foe written off Stock. 

Rs. 6,000 to be reserved for Doubtful Debts. 

20 per cent to be written ofT Plant and Machinery, and the balance available 
to be written off Patents. 

Make the Journal Entries in the books of the Company and prepare a Balance 
Sheet giving effect to the above. 

JOURNAL ENTRIES 


LF. 

Preference Share Capital Account ... ...Dr. 

Ordinary Share Capita] Account ... „ 

To Capital Reduction Account 

(Being the reduction of 25.0QO Preference Share* of lie. 10 
each fully paid to an equal number of Preference 
Shares ot Its. 5 each fully paid and of 25.000 Ordi¬ 
nary Shares of Rs. 10 each fully paid to an equal 
number of Ordinary Shares of its. 2/8 each fully 

paid us per the Special Resolution dated-and 

confirmed by the Court pn —-,) 


Capital Reduction Account ... ... ...Dr. 

To Preliminary Expenses 

„ Goodwill > 

„ Profit and Loss Account 
„ Leasehold Premises 
„ Stock 

„ Reserve for Doubtful Debts 1 

„ Plant and Machinery 

„ Patents I 

(Being the amount of losses wiped off and assets written ; 

down out of the reduction of Capital as above.) ; 


Rs. 

1,25,000 
1,87,500 


Rs. 


3,12,500 


3,12,500 


2,000 

20,000 

1,23,000 

27,000 

14,000 

6.000 

12,000 

1,08,500 
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THE CIPHER LIMITED (And Reduced) 


BALANCE SHEET at at SO th June 1941 


Capital and Liabilitiee 

Rs. 

1 Property and Asstts 

Rs. 





Rs. 


Authorised Capital:— 



Goodwill 

20,000 


50,000 Preference 

** 


Lett amount 



Share* of Re. 10 



written off 

20,000 


each, reduced to 

Rs. 





Ra. 5 each 

2,50,000 


Leasehold Premises 

1,07,000 


50,000 Ordinary 



Lees amount 



Shares of Rs. 10 



written off 

27,000 


each, reduced to 



• 


80,000 

Rs. 2/8 each 

1,25,000 


Plant and Machinery 

60,000 




3,75,000 

Leas airount 




1 

-- . - 

written off 

12,000 


Issued Capital:— 

i 

1 



48,000 

25,000 Preference 

1 


Patents * 

1,73,900 


Shares of Its. 10 

i 


Last amount written 



each fully paid. 

i 


off 

1,08,500 j 


reduced to Rs. 5 

Rs. 




65,400 

each fully paid... 

1,25,000 , 


Stock •... 

34,000 | 


25,000 Ordinary 



Lets amount written 

1 


Shares of Rs. 10 

• 


off 

14,000 1 


each fully paid. 

1 



-- i 

20,000 

reduced to Rs. 2/8 



Debtors 


56,000 

each fully paid... 

02,500 ! 


Preliminary Expense* 

2,000 i 




1,87,500 

l,enH amount written 

1 


Reserve for Doubtful Debts 

6.000 

otf 

2,000 ; 


Sundry Creditors 

... 

40,000 


_ _1 

,,, 

Bank Overdraft 


36,000 

Cash in hand 


ICO 




Profit and Loss Account 1,23,000 1 





Lett amount written 

1 



: 


off 

1,23,000 | 

| 

... 


Rs. 

IW 

2,69,500 


Rs. j 

1 

2,69,500 


RESERVE FUND 


As a rule. Limited Companies do not distribute the whole of the' 
net profits made each year in shape of Dividend, but transfer a certain 
amount to a Reserve Fund in order to strengthen the financial resources 
of the Company, as also to help the Company to meet some unforeseen 
contingency that might arise in the future. 

The necessary entry to bring this about would be to debit the Profit 
and Loss Appropriation Account and to credit the Reserve Fund 
Account with such a sum as is desired to be transferred to the latter 
account. 

The credit balance on the Reserve Fund Account alway« represents 
distributable profits not distributed but held over by the Company as 
a Reserve. 


A Reserve Fund can also be utilised for the purpose of equalising 
dividends in any subsequent year when the Company has not made 
a net profit sufficient to enable it to declare and pay the usual 
Dividend. 


As a Reserve Fund represents profits not distributed, it must always 
show a credit balance and will always appear on the liability side of the 
Balance Sheet. 
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DIVIDEND EQUALISATION FUND 

Some Companies maintain a special Dividend Equalisation Fund 
over and above the Reserve Fund, the object of the former Fund being 
specially to help the Company to equalise dividend in the future when 
the profits made do not admit of the usual dividend being paid. 

The entry for setting aside from out of the net profits any amount 
to Dividend Equalisation Fund will be to debit Profit and Loss Appro¬ 
priation Account and credit Dividend Equalisation Fund. 

The entry to utilise any amount from the credit of the Dividend 
Equalisation Fund fo£ the purpose of equalising dividend would be to 
debit the Dividend Equalisation Fund and credit the Profit and Loss 
Appropriation Account 

As the Dividend Equalisation Fund represents profits undistributed 
and held over, it musl always show a credit balance and will always 
appear on the liability side of the Balance Sheet. 

CONSOLIDATION AND SUB-DIVISION OF SHARES 

A company, if so authorised by its Articles, can consolidate and 
divide all or any of its share capital into shares of larger amount than 
its existing shares; or, it may sub-divide its shares, or any of them, 
into shares of smaller amount than as originally issued. 

Example 100 

(a) The shareholders of a Limited Company resolve that the Share Capital 
consisting of 20,000 fully-paid Ordinary Shares of Rs. 10 each be consolidated into 
2,000 fully-paid Ordinary Shares of Rs. 100 each. The necessary entry to bring this 
into effect will be: — 

Rs. Rs. 

Ordinary Share Capital Account (Rs. 10) .. Dr. 2,00,000 

To Ordinary Share Capital Account (Rs. 100) 2,00,000 

(Being the consolidation of 20,000 fully-paid Or¬ 
dinary Shares of Rs. 10 each into 2,000 fully- 
paid Ordinary Shares of Rs. 100 each). 

(b) The New Wireless, limited, resolves to sub-divide its 2,000 fully-paid 
Ordinary Shares of Rs. 100 each into 20,000 Ordinary Shares of Rs. 10 each fully- 
paid. TTie necessary Journal Entry to give effect to this will be:— 

Rs. Rs. 

Ordinary Share Capital Account (Rs. 100) .. Dr. 2,00,000 

To Ordinary Share Capital Account (Rs. 10) 2,00,000 

(Being the sub-division of 2,000 fully-paid Ordi¬ 
nary Shares of Rs. 100 each into 20,000 fully- 
paid Ordinary Shapes of Rs. 10 each). 

QUESTIONS ON CHAPTER XV 

1. What is a Limited Liability- Company and what are its main 
advantages ? 

2. How does a Limited Company differ from a Partnership ? 

3. Distinguish between a Private Company and a Public Company. 

4. Mention the steps necessary to form a Public Company. 

5. Explain the meaning of the following: — 

(a) Shares, (b) Nominal Capital, (c) Issued Capital, (d) 
Called-up Capital, and (e) Registered Capital. 

6. Explain what you understand by Statistical Books, and why 
they should be maintained in a limited Company. 
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7. What are Statutory Books ? Give a complete list of these. 

8. What entries are usually passed in regard to Share' Capital 
transactions ? 

9. With what amount does the Share Capital Account usually stand 
credited ? 

10. If there are any arrears in respect of Calls, where would you 
expect to find these in the Ledger ? 

11. Explain what you understand by Calls in Advance, and state 
if these always carry Interest. 

12. How is the Share Capital of a Limited Company set out in a 
Balance Sheet ? 

13. How does the Memorandum of Association differ from the 

Articles of Association ? . 

14. State what matters are usually dealt with in the Articles of 
Association. 

15. What restrictions are imposed on commencement of business by 
a Public Company ? 

16. What restrictions are there on allotment of Shares by a Public 
Company ? 

17. What is Minimum Subscription, and what are the requirements 
in regard to this under the Indian Companies (Amending) Act, 1936 ? 

18. What matters should be embodied in a Prospectus issued by 
a Company ? 

19. Distinguish between: (a) Ordinary Shares, (b) Preference 
Shares, and (c) Deferred Shares. 

20. Give the Form of Share Application and Allotment Book and 
explain fully how it is written up. 

21. Give the rulings of Register of Share Transfers and explain 
fully what purpose it serves. 

22. Give rulings of the Register of Members and explain in detail 
from what subsidiary records this book is written up. 

23. What purpose does the Register of Contracts with Directors 
serve ? 

24. State what you understand by Preliminary Expenses and what 
items of expenditure are usually included under this head. 

25. How is the item Preliminary Expenses dealt with in Accounts ? 

26. What are Debentures and how do they differ from Shares ? 

27. Explain the difference between:— • 

(a) Registered Debentures, (b) Bearer Debentures, (c) Float- 
, ing Debentures, and (d) Mortgage Debentures. 

28. Give the form and explain the use of each of the following 
books:— 

(1) Debenture Application and Allotment Book. 

(2) Debenture Transfer Register. 

(3) Debenture-holders’ Register. 

(4) Debenture Interest Book. 
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29. What are Dividends, and how are they declared ? Give entries 
usually made in respect of the Declaration and Payment of Dividend 
on Shares. 

30. Give the form of Share Dividend Book and explain how it is 
written up. 

31. What is Profit and Loss Appropriation Account, and what 
entries are usually found on the debit and credit sides thereof ? 

32. Mention the important provisions in regard to (a) The Manag¬ 

ing Agents, (b) The Directors, and (c) The Auditors of the Company 
under the Indian Companies (Amending) Act, 1936. ' 

33. What important changes are brought about in the prescribed 
form of Balance Sheet under the Amending Act ? 

34. State the conditions under which Shares can now be issued 
at a discount. 

35. How would you deal with Discount on Issue of Shares or 
Debentures ? 

36. How should Premium on Shares or Debentures be dealt with ? 

37. How would the following be dealt with in Accounts: — 

(a) Issue of Debentures at Premium and repayable at Par; 

(b) Issue of Debentures at Par and repayable at Premium; 
and 

(c) Issue of Debentures at Discount and repayable at 
Premium ? 

38. How would Forfeiture of Shares be recorded ? 

39. How would you deal with Forfeited Shares Account before the 
re-issue of such shares, and after their re-issue ? 

40. What entries are passed when Dividends are declared Free of 
Tax and when they are declared Less Tax ? 

41. Explain why it is necessary to provide for Redemption of 
Debentures. 

42. Give the usual entries in respect of Redemption of Debentures. 

43. Explain the method of Sinking Fund Policy for Redemption of 
Debentures and the entries in connection therewith. 

44. What entries are passed when a Company purchases a running 
business outright ? 

45. What is Capital Reserve Fund, and under what circumstances 
would you open it ? How does it differ from Reserve Fund ? 

46. How would you deal with (a) Profits prior to Incorporation, 
and (b) Loss prior to Incorporation ? 

47. What is Interim Dividend, and how would it be dealt with in 
accounts ? 

48. What entries are passed when— * 

(a) Bonus to Shareholders is declared from Profits and is 
payable in Cash; 

(b) When it is payable from Reserve Fund ; 

(c) When it is payable from Reserve Fund in satisfaction of a 
Call on Shares ; and 

( d ) When Bonus Shares are issued from Reserve Fund ? 
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49. What entries are passed on Reduction of Share Capital ? 

50. How does Reserve Fund differ from Dividend Equalisation 
Fund ? 

51. Explain how you would deal with the following in a Balance 
Sheet: — 

(a) Calls in Arrears ; 

(b) Forfeited Shares Account, balance; 

(c) Discount 'on Issue of Debentures; 

(d) Loans to and from Subsidiary Companies; and 

(e) Brokerage on Shares. • 

52. What do you understand by Contingent # Liabilities, and how 
should these be shown in the Balance Sheet ? 

53. What provisions are made in the Amending Act in respect of 
Underwriting Commission ? 

54. What are the new provisions embodied in the Amending Act 

in regard to the Profit and Loss Account ? # 

55. Give the Form of Balance Sheet as prescribed under the Indian 
Companies (Amending) Act, 1936. 

56. What are Redeemable Preference Shares, and how are they 
required to be shown on the Balance Sheet ? 

57. What entries should be passed in regard to repayment of 

Redeemable Preference Shares ? • 

58. How should Goodwill be dealt with in the books of a Limited 
Company ? 

59. Explain what you understand by Annual List and Summary 

of Shares. . 

60. Give rulings of Register of Mortgages and Share Call Book. 

EXERCISE 1 

Record the following transactions in the books of the Rose Perfumery Co., Ltd., 
and prepare a Balance Sheet. The Company has an authorised Capital of 75,000 
shares of Rs. 10 each, of which 50,000 shares were -Tored to the public for sub¬ 
scription. 

May 2 Received applications for 65,000 shares with a payment of Re. 1 per 
share. 

„ 38 Allotted 50,000 shares, Re. 1 per share being due on allotment. 

„ 19 Returned Rs. 10,000 to those applicants who were not allotted any 

Shares, and Rs. 5,000 ot application money were applied towards 
allotment due. * 

June 3 Received Rs. 44,500 towards allotment. 

„ 18 Made a Call of Rs. 2 per share, due July 5th. 

July 5 Received Rs. 99,000 on account of call due this day. 

„ 17 Made a Call of Rs. 3 per ‘share due August 4th. # 

Aug. 4 Received Rs. 1.47,500 on account of call due this day. 

„ 16 Called up Rs. 3 per share due September 5th. , 

„ 23 Received Rs. 1,000 on account of 2nd Call. 

Sept. 5 Received Rs. 1,46,000 on account of Final Call, due this day. 

„ 19 Received Rs. 1,500 on account of Final Call. 

EXERCISE 2 

A Limited Company with a Nominal Capital of Rs. 12,00,000 divided into 60,000 
Ordinary Shares of Rs. 10 each and 60,M0 7 per cent Preference Shares of Rs. 10 
each, issued 30,000 Ordinary Shares, payable Rs. 2 per share on application, Rs. 2 
per share on allotment, and Rs. 3 per share on First Call. The Fund Cali of Rs. 3 
per share is not yet made. It also issued 30,000 Preference Shares, payable Re. 1 per 
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share on application, Rs. 2 per share on allotment, Rs. 3 per share on First Call 
and Rs. 4 per share on Final Call. All the money was duly received with the 
exception of Rs. 2,000 in respect of First Call on Ordinary Shares and Rs. 3,600 
on account of First Call and Rs. 8,400 on account of Final Call on Preference Shares. 
The Company also issued 9 per cent Debentures of Rs. 4,00,000, payable 20 per cent 
on application, 20 per cent on allotment and the balance one month later. All the 
Debentures were taken up and the amount due thereon paid in full. Make the 
necessary Journal, Cash Book and Ledger Entries and draw up a Balance Sheet 

EXERCISE 3 

The Accounts of the Empire Trading Co., Ltd., show a net profit of Rs. 70,600 
for the year ended 31st December 1941. The balance of profit brought forward 
from last year is Rs. 5,930. At the Annual General Meeting the Shareholders 
resolve as follows: — 

(1) To pay a dividend of 6 per cent on the 2,000 Preference Shares of Rs. 100|- 
each fully paid. 

(2) To pay a dividend of Rs. 2;- per share on the 15,000 Ordinary Shares. 

(3) To transfer Rs. 30,000 to the Reserve Fund. 

(4) To carry forward the balance. 

Make the necessary entries to give effect to the above resolution and show the 
Ledger Accounts. 

EXERCISE 4 

The Manganese Ore Syndicate, Ltd., has a registered Capital of 22,500 Ordinary 
Shares of Rs. 10|- each. From the following Trial Balance as at 31st March 1941, 
prepare Trading and Profit and Loss Account for the year ended 31st March 1941 
and a Balance Sheet at that date after giving effect to die following adjustments:— 

Provide Rs. 600 for Rent. 

Insurance ur.expired is Rs. 300. 

Allow 10 per cent on the net profit to the Managing Agents. 

Interest on Debentures is accrued for 3 months. 

Keep Reserve for Doubtful Debts at 10 per cent on Sundry Debtors. 

Depreciate Leasehold Premises 2£ per cent, Machinery 5 per cent, Motors 10 
per cent and Furniture 5 per cent. 

Out of the profits, Rs. 30,000 are to be transferred to Reserve Fund, and a 
dividend of 15 per emit is to be declared on Ordinary Share Capital. 

The Stock at 31st March 1941 was valued at Rs. 52,905. 


TRIAL BALANCE 


Leasehold Premises 




• • 

Rs. 

75,000 

Rs. 

Debentures at 6 per cent 
Salaries 

• • 

• • 


• • 

■ • 

28,350 

75,000 

Carriage Inwards 

• • 

• • 



4,650 


Insurance 

• • 

• • 

• • 


780 


Motors 

, , 

■ • 

* • 


16,500 


Reserve for Doubtful Debts 

• • 

• • 


2,100 

Sales 


• • 

• • 



6,26,850 

Bills Payable 


• • 

* i 

• • 


22,905 

Travelling Expenses 


• • 

• ■ 

# • 

2,085 

Postage and Telegrams 



i 

• • 

• * 

1,080 


Ordinary* 2 Share Capital 



• ■ 

V . . 

1,80,000 

Machinery i . 





1 ,20,000 

Rates and Taxes 




■ • 

1,050 


Rent 




• • 

1,800 


Discount 


» * 

• • 

• * 

4,350 

Purchases 


• • 


• • 

2,69,100 

Directors’ Fees 


• • 

• t 

■ • 

3,750 


Audit Fees 


• • 

• • 

• • 

945 


Electric Lighting 


• • 

• • 

• • 

585. 


Bad Debts 


• ■ 

• • 

• • 

915 


Furniture and Fixtures 


• • 

• ■ 

• • 

4,500 


Office Expenses 


• • 

• • 

• • 

4,380 


Transfer Fees 


■ • 

* 

>• 

• • 


150 
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Income-tax 

•• t• «« 

Rs. 

5,850 

R* 

Goodwill 

• • »• * • 

45,000 

30,030 

Sundry Creditors 

• a • • * 1 


Profit and Loss Appropriation Account 


1,980 

Stock, 1st April 1940 
Wages (Productive) 

» « a a • a 

46,650 


a . at a • 

.. 2,28,450 


Interest on Debentures 

a a * a • a 

3,375 


Cash at Bank 

a a • a a a 

48,735 


Sundry Debtors 

a a a a • a 

28,500 


Printing and Stationery 

.. 

1,335 



EXERCISE 5 

Rs. 9,43,365 

• .... 

9,43,365 


The Karachi Contractors, Ltd., was registered in 1936 with an authorised capital 
of Rs. 10,00,000 divided into 10,000 shares of Rs. 100 each. The following Trial 
Balance was extracted from the books of the Company astot 30th September 1941:— 


Share Capital Account (10,000 shares, Rs. 80 per 
share called up) 

• • 

Rs. 

Rs. 

8 ,00,000 

Calls in Arrears 


• « 

• 50,000 


Freehold Factory 


• • 

4,56,000 


Machinery and Plant 



3,16,400 


Office Furniture 

• • 


7,500 


Stock, 1st October 1940 

• ■ 


3,89,710 


Bills Receivable 

■ • 


17,850 


Investments 



98,750 


Reserve Fund .. . 




1 ,00,000 

5 per cent Mortgage Debentures 



• 

2,50,000 

Debenture Interest 



6,250 


Profit and Loss Account, 1st October 1940 



13,270 


Directors’ and Auditors’ Fees 



14,500 


Sundry Debtors 



1,07,400 


Sundry Creditors 



1,01,850 

15,23,980 

Sales 




Purchases 



10,69,430 


Productive Wages 



1,58,760 


Salaries to Staff 



32,410 


General Expenses 



7,680 


Electric Power and Heating 

■ ■ 


23,640 


Rates and Taxes 

• » 


13,230 


Insurance ,. ... 

• • 

• • 

4,490 


Purchases Returns 


• • 

9,780 

Sales Returns 



4,210 

Bills Payable 


• • 

29,310 

Loans to Petty Contractors 


• • 

5,000 

Interest on Investments 


• • 

4,210 

Reserve for Doubtful Debts ’ 


• • 


5,000 

Motor Lorries 

• • 

• 

38,460 

Carriage Inwards 

* * 


13,860 


Carriage Outwards 

• • 


9,940 


Bank Overdraft 



37,870 

Cash in hand 

• 


3,240 

• 



Rs. 28,61,980 28,61,980 


You are required to prepare a Manufacturing and Profit and Loss Account 
and a Balance Sheet. 

The following adjustments are required to be made before preparing the 
Accounts:— 

(1) Expenses owing:—Wages, Rs. 1,840: Salaries, Rs. 1,210; Prepaid Expenses, 
Rates and Taxes, Rs. 390; Insurance, Rs. 720. 

(2) Interest on Debentures for the half year due 30th September 1941 has 
not been provided for. 

BJb-23 
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(3) Depreciate Plant and Machinery 10 per cent; Office Furniture 6 per cent 
and write off Rs. 8,480 from Motor Lorries. 

(4) Write off Bad Debts Rs. 2,500, and keep the Reserve for Doubtful Debts 
at 5 per cent on Sundry Debtors. 

(5) The Stock on 30th September 1941 was Rs. 3,57,620. 

EXERCISE 6 


On January 1st, 1941, a Company was formed with a Nominal Capital of 
Rs. 20,00,000 divided into 50.000 Ordinary Shares of Rs. 20|- each and 50,000 6 per 
cent Preference Shares of Rs. 201- each. The Shares were offered to the public 
upon the following terms:— 

Ordinary Shares:— 

Rs. 5|- per share on Application. 

Rs. 5 - per share on Allotment. 

Rs. 51- per share'on 31st March 1941. 

Rs. 5|- per share on 30th April 194L 


Preference Shares: — 

Rs. 5 - per share on Application. 

Rs. 7 8 per share on Allotment. 

Rs. 7 8 per share on 15th March 1941. 

38,000 Ordinary Shares and 27,000 Preference Shares were applied for and 
allotted on 15th January 1941. All cash due on application and allotment was duly 
received. By 31st M?y 1941 there had been received on Ordinary Shares the 
following sums: — 

On 35,000 Ordinary Shares the full amount. 

On 2,500 Ordinary Shares Rs. 15 1 - per share. 

On 500 Ordinary Shares Rs. 101- per share. 

By the same date the following sums had been received on Preference 
Shares:— 


On 26,500 shares the full amount. 

On 500 shares Rs. 12{8 per share. 

In accordance with the provisions of the Articles of Association, the Directors 
forfeited the Ordinary Shares upon which only Rs. 10|- had been paid up and 
the Preference Shares upon which the full amount due was not paid up. 

The 500 Ordinary Shares were re-issued on 15th June 1941 upon the payment 
of the qmount in arrears together with a premium of Rs. 2j- per share. 

You are required to record these transactions in the books of the Company 
and to show how the Share Capital should appear in the Balance Sheet as on 
30th June 1941. 


EXERCISE 7 


From the following Trial Balance, prepare Trading Account, Profit and Loss 
Account and Balance Sheet of the B. B. Manufacturing Co.. Ltd., at 31st December 
1941. 

TRIAL BALANCE os at 31st December 1941 


Discounts 

a • 

• • 



Rs. 

1,200 

Carriage 

■ • 

a • 


a a 

2,300 

Patterns 

• • 

■ a 


a a 

15,000 

Rates, Taxes, etc. 

a • 

a • 

a a 

a a 

2,200 

Patents and Trade Marks 
Slock, 1st January 1941 


a • 

• a 

a a 

a a 

a a 

a a 

6,000 

26,600 

Purchases 


• a 

* a 

a a 

49,300 

Wages 

• 4, 

• • 

a a 

a a 

52,200 

Fuel < .. 

• a 

• • 

a a 

a a 

2,520 

Buildings 

• a 

. . 

a a 


44,000 

Goodwill 

• • 

• ■ 

a a 

a a 

21,000 

Debtors 

• a 

a • 

a a 

a a 

16,020 

Machinery and Plant 

• • 

a • 

* a 

a a 

30,000 

Loose Tools 

e a 

• a 

a • 

a a 

6,000 

Advertising 

• a 

• a 

• a 

a a 

3,300 

Trade Expenses 

a a 

a a 

e e 

• * 

4,100 

Bad Debts 

e • 

a e 

a a 

• a 

1,020 

Cash 

• a 

a a 

• * 

a a 

. 720 

Debenture Interest—1 year 

to 30th June 

a a 

a a 

400 

Directors' and Auditors' Fees 

• a 


a a 

2,500 

Bank Charges 

• • 

e • 

* 

* 

a a 


1,640 
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TRIAL BALANCE at at 31st December 1941—(Con&L) 


1 Rs. Rs. 

Ordinary Shares (400 Shares fully paid) 80,000 

4 per cent Debentures .. .. .. .. 20,000 

Indian Bank Overdraft .. .. ‘ 30280 

Creditors .. .. • • • • • • 8,620 

Sales •» *« • • »• » 1,43280 

Profit and Loss Account, 1st January 1941 .. 4440 


Rs. 2,88,020 2,88,020 


Hie Nominal Capital of (he Company is Rs. 1,00,000. Stock at 31st December 
1941. Rs. 28,3201-. Write off Depreciation, Machinery and .Plant 5 per cent; Loose 
Toon 20 per cent; Patterns 10 per cent; Patents and Trade Marks 10 per cent 
Allow 2| per cent on Debtors for Discounts, and Reserve Rs. 860|- for Bad Debts. 


EXERCISE 8 


The Trial Balance of the Asian Cigarette Manufacturing Co., Ltd., for the year 
ending 31st December 1941 is given below. Prepare Trading and Profit and low 
Account and Balance Sheet after making the following adjustments:— 

Depreciate Plant and Machinery by 10 per cent. Write off Rs. 500]- from 
Preliminary Expenses. Add Rs. 15,000|- to Sinking Fund. Provide halt year's 
Debenture Interest. Make Bad and Doubtful Debts Reserve at 5 per cent on 
Sundry Debtors. Stock on 31st, December 1941 was Rs. 95,000. 


Dr. Balances 

Rs. 

Calls in arrears .. .. 7.500 

Freehold Premises .. 3,00.000 

Plant and Machinery .. 3,30,000 

Interim Dividend paid list 
August 1941 .. 37200 

Stock, 1st January 1941 .. 75.000 

Furniture & Fixtures .. 7200 

Sundry Debtors .. 87.000 

Cash in hand .. .. 750 

Cash at Bank .. .. 39,900 

Purchases .. .. 1,85,000 

Preliminary Expenses .. 5,000 

Sinking Fund Investments .. 75,000 

Manufacturing Wages . .. 84,865 

Repairs and Renewals .. 4,300 

Coal, Gas and Water .. 2,450 

Rates and Taxes .. 1,800 

Salaries .. 14.500 

Travelling Expenses .. 2 000 

Discounts .. .. 6375 

Directors’ Fees .. .. 5.725 

Bad Debts .. .. 2.110 

Debenture Interest paid .. 9,000 

Carriage .. .. 1,765 

Freight and Duty .. 8200 

Trade Charges .. 2.360 


Rs. 1226.000 


Cr. Balances 



Rs. 

Authorised Capital 

60,000 

Shares of Rs. 10/- 

each 

Rs. 6,00,000 


Subscribed and Fully 

called 

up Capital 

.. 4,00,000 

Debentures 6% 

.. 3,00,000 

Balance of Profit and 

Loss 

Appropriation Account last 

year 

.. 14200 

Bills Payable 

.. * 38,000 

Sundry Creditors 

.. 50,000 

Sales 

.. 4.15.000 

Sinking Fund for Redemption 

of Debentures 

.. 75,000 

Bad and Doubtful 

Debts 

Reserve 

3200 


Rs. 12,96.000 


EXERCISE 9 


The following is the Trial Balance of the Electrical Novelties Ltd., as on 31st 
December 1941:— * 


6 per cent Preference Shares of Rs. 100 each 
Ordinary Shares of Rs. 100 
44 per cent Debentures of Rs. 100 
Stock on 1st January 1941 .. 

Freehold Premises .. .. 

Purchases .. .. '.. 

Wages (Productive) 


Dr. Cr. 

Rs. Rs. 

120,000 
220,000 
40,000 

1 , 00,000 

120.000 

2,00.000 

60,000 
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0 

Wages (Non-productive) 
Manager’s Salary 



■ • 

Dr. 

Rs. 

14,000 

Cr. 

Rs. 



• 

8,000 


Rent, Taxes and Insurance 

* 



14,800 


Interest on Debentures 



• • 

1,800 


Goodwill 

• • 


* • 

48,000 


Rent 

• > 


• • 


3,400 

Transfer Fees 

• * 




120 

Sales 





3,60,000 

Reserve for Bad and Doubtful Debts 




• 3280 

Discounts and Commission .. 
Carriage 



« • 

• • 

19,000 

8,000 

Bad Debts v. 



• • 

1,000 


General Expenses 




11200 


Repairs 




3,600 


Cash at Bank and in hand 




4,400 


Plant and Machinery 




1,08,000 


Sundry Creditors 





39,000 

Sundry Debtors 




124,000 



Rs. 8,45,800 8,45,800 


Provide Depreciation on Plant and Machinery at 7J per cent and make a 
Reserve of 5 per cent on Debtors for Bad and Doubtful Debts. 

Adjust (a) Unexpired Insurance Rs. 1,200. 

(b) Rent Rs. 400 due but not received. 

Stock at 31st December 1941 is Rs. 1,20,000. 

Prepare from the above, ‘Trading and Profit and Loss Account and Balance 
Sheet. 

EXERCISE Id 

From the following Trial Balance of the Eastern Trading Company, Ltd., 
prepare a Profit and Loss Appropriation Account and a Balance Sheet after trans¬ 
ferring Rs. 10,000 to the Reserve Fund, Rs. 5,000 to the Employees’ Provident Fund, 
and Rs- 5,000 to the Insurance Fund from the year’s profit. 

Land and Buildings 
Profit and Loss Appropriation Account 
Profit and Loss Account (This Year’s) 

Machinery .. .. 

Share Capital- 
Interim Dividend Paid 
Creditors 
Stock 

Reserve Fund 

Debtors .. .. - 

Employees’ Provident Fund 
Cash 

Insurance Fund 
Share Premium Account 
s Forfeited Shares Account 
Calls in Arrears 

. EXERCISE 11 

Hie Indian Patent Co., Ltd., was started with a Capital of Rs. 6,00,000 divided 
into 12,000 shares of Rs. 50|- each, Rs. 101- being payable on # app1ication, and the 
balance by Rs. 20|- on allotment and Rs. 20U on First Call. All the shares were 
taken up and fully paid for by the public witn the exception of 50 shares taken up 
by J. Jamshedji who failed to pay his allotment and call money. The above shares 
were duly forfeited and consequently re-issued as fully paid on payment of Rs. 45|- 
per share. 

Pass the necessary Journal Entries and prepare the Balance Sheet of the 
Company. 

EXERCISE-12 

The Indian Engineering Company was formed with an authorised Capital of 
Rs. 5,00,000 divided into 25,000 Ordinary Shares of Rs. 101- each, and 25,000 


Rs. 
50,000 
7,000 
.. 31,000 

40,000 
.. 1 , 00.000 
6,000 

.. 10,000 
34,000 
17,000 
25,000 
8,000 
.. 15,000 

4,000 
1,000 
2,000 
10,000 



















COMPANY ACCOUNTS 3ST 

Preference Shares of Rs! 10 j- each to acquire the going concern of Messrs. Mehta & 


Co, whose Balance Sheet on 31st December 1941 stood as follows:— 


Liabilities 

Rs. 

Bills Payable 3,500 

Sundry Creditors .. 6,400 

Capital .. 1,32,100 

• 

Assets 

Cash at Bank 

Book Debts 
Stock-in-trade 

Plant and Machinery 
Freehold Premises 

Rs. 
4*500 
7,500 
..> 35,000 
.. 50,000 

.. 45,000 

Rs. 1,42,000 


Rs. 1,42,000 


The purchase price waa agreed upon at Rs. 1,75,000 to be payable Rs. 50,000 
in fully paid Ordinary Shares, Rs. 50,000 irr fully paid Preference Shares, Rs. 25,000 
in fully paid Debentures and the balance in cash. The Company offered 10,000 
Ordinary Shares, 10,000 Preference Shares and 100 Debentures of Rs. 100|- each to 
the public. All the Shares and Debentures were subscribed and paid for. Give 
the necessary Cash Book and -Journal Entries and show the Balance Sheet, in the 
books of the company. Give also the entries necessary to close the books of the 
firm. 


EXERCISE 13 

Sorab, Rustam and Bur j or carry on business in partnership sharing profits and 
losses one-half, three-eighths and one-eighth respectively. On 31st March 1941 
when they agreed to sell off their concern to a newly started Joint Stock Com¬ 
pany, their position was as follows: — 


• Liabilities 

Rs. 

Assets 

• 


Rs. 

Sorab’s Capital 

Ruslom’s Capital 

.. 20,000 

Freehold Property 

, , 

18,000 

. 15,000 

Machinery 

. , 

12,000 

Burjor’s Capital 

.. 13,000 

Book Debts 

. , 

15,000 

Sundry Creditors 

.. 12,000 

Rs. 60,000 

Stock 

Cash 

\ 

Rs. 

13,000 

2,000 

60,000 

The Company took over 

the following assets at the valuations shown below 

Rs. 

Freehold Property 

• • • 

, , , , , . 

22,000 


Machinery 


, , , . , , 

10,000 


Book Debts 

• ■ • 

• • • ■ , , 

14,000 


Stock 

• > • 

. . 

12,000 


Goodwill 

• . 

« • • • • • 

4,000 



The purchase price of the Freehold Property and Machinery was paid by the 
Company in its Ordinary Shares for Rs. 32,0001- and Book Debts, Stock and Good¬ 
will were paid for in cash., • 

The Sundry Creditors are paid off by the firm at a discount of 2\ per cent 
and the expenses of realisation amounted to Rs. 500j-. 

Pass the necessary Journal Entries to close the books of file firm, prepare 
Ledger Accounts showing the results of the dissolution and the fulfil distribution 
among the partners. 

Give also the opening entries in the books of the purchasing company. 

ADDITIONAL PROBLEMS 

Note:—The following most carefully selected additional Problems 
will be found fully solved hi the author’s QUESTIONS and ANSWERS 
IN BOOK-KEEPING and ACCOUNTING, reference to which is indi¬ 
cated by the number in bold type on the right-hand corner at the end 
of each Problem. 
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EXERCISE 14 

A Company was formed with a Capital of Rs. 15,00,000 in shares of Ra. 10 
each. It offered to the public 1,00.000 shares payable Re. 1 per share on appli¬ 
cation, Rs. 2 per share on allotment and Rs. 3 per share as First Call. The balance 
of Rs. 4 per share was to be called only in case of necessity. Applications were 
received lor 90,000 shares and the shares were accordingly allotted. All the monfey 
was duly received with the exception of Allotment money on 200 shares and First 
Call on 500 shares. 

Journalise the whole of the transactions and show the Opening Balance Sheet 
of the Company. * 311 


EXERCISE 15 

v 

Taking the figures as per the above example, state the different terms appli¬ 
cable to the Share Capital of this Company. 312 

EXERCISE 16 

C 

A Limited Company offered for subscription 1,00,000 shares of Rs. 10 each 
payable Rs. 2 per share on application and Rs. 3 per share on allotment. Appli¬ 
cations were received for 1,20,000 shares. The deposits on 10,000 shares were 
returned to those persons to whom no shares were allotted. The deposits in res¬ 
pect of the other 10,000 shares were carried forward to the Allotment Account, 
those subscribers having paid for more shares than were allotted to them. The 
moneys payable on allotment were duly received. Make the necessary Cash Book, 
Journal and Ledger Entries to record the above transactions. 313 

EXERCISE 17 

A Limited Company with a Registered Capital of Rs. 5.00,000 in chares of Rs. 10 . 
each, issued 20,0Cfc) of such shares, payable Re. 1 per share on application, Rs. 2 
per share on allotment and Rs. 3 per share three months later. AH the moneys 
payable on allotment were duly received, but on the First Call being made, one 
shareholder paid the entire balance on his holding of 300 shares and five share¬ 
holders with a total holding of 1,000 shares failed to pay the First Call on their 
shares. Give Journal Entries to record the above transactions and show the Com¬ 
pany's balance Sheet 314 


EXERCISE *18 

A Limited Company issued 5,000 Preference Shares of Rs. 10 each, at a pre¬ 
mium of Rs. 4 per share payable Re. 1 per share on Application, Rs. 6 per share on 
Allotment (including premium), Rs. 3 on First Call and Rs. 4 on Final Call. The 
shares were all subscribed and the money duly received except the First Call on 
1,000 shares and the Final Call on 1.500 shares. Give Journal Entries to record 
the above transactions and open Ledger Accounts. 318 

EXERCISE 19 

The Blank Company, Ltd., was registered with a Capital of Rs. 10,00,000 con¬ 
sisting of 50,000 Ordinary Shares of Rs. 10 each and 50,000 7$ per cent Preference 
Shares of Rs. 10 each. It purchased the going concern of Messrs. Black and Brown 
for Rs. 2,50,000 on the basis of the following Balance Sheet. 


i BALANCE SHEjET OF BLACK AND BROWN 


Liabilities 

Assets 


Rs. 


Rs. 

Bills Payable .. 19.000 

Cash at Bank 

4,000 

Sundry Creditors .. 80000 

Bills Receivable 

5.000 

Capital .. 2,20,000 

Book Debts 

.. 50.000 


Stock 

.. 70.000 


Furniture and Fixtures 

.. 10.000 


Plant and Machinery 

.. 1,20.000 


Freehold Premises 

m 

.. 60.000 

Rs. 349,000 

Ht 

Rs. 3.19.000 
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The purchase price wu to he paid Ra. 50.000 in folly-paid Ordinary Shares, 
Rs. 50,000 in fully-paid Preference Shares, Rs. 50,000 in fully-paid Debentures 
and the balance in cash. The remainder of the shares were offered to the public 
payable Rs. 2 per share'on Application, Rs. 3 on Allotment and Rs. ♦ on First Call, 
and were taken up and paid for. The vendors were duly paid the purchase con¬ 
sideration. Record the above transactions by means of Journal Entries and draw 
up the Company’s Balance Sheet. Give also entries to close the firm's books. 332 

EXERCISE 20 

The X, Y, Z Co., Ltd., acquired the running business of P and Q on the basis 


of the following Balance Sheet:' 

— 



*. 

Liabilities 

Rs. 

. Assets 

Rs. 

Creditors 


11,000 

Stock 

.. 25.000 

CapitaU:— 

Rs. 

Debtors 

.. 5,000 

P 

.. 30,000 


Fixtures 

.. 1.000 

Q 

.. 20,000 

Rs. 

0 

50,000 

61.000 

Plant , 

• 

.. 30,000 

Rs. 61,000 


The vendors were to be paid Rs. 40,000 in full satisfaction of the purchase 
price in 1,000 shares of Rs. 10 each valued at the market price of Rs. 12-8 each 
and the balance in cash. Show the entries in the books of the firm and also of 
the Company relating to this transaction assuming that the purchase price was 
paid. 


EXERCISE 21 

The X, Y, Z Company Ltd., with a Registered Capital of 20,00(f shares of Rs. 10 
each has issued 10,000 shares on which Rs. 7-8 per share have so far been called 
up. Of the total shares subscribed, all the shareholders paid the calk made on 
them with the exception of the following whose instalments as marked hereunder 
were in arrears and whose shares were, therefore, forfeited i — 

A holding 200 shares—(Allotment Sts. 2 per share, First Call Rs. 2 per share 
and Second Call Rs. 2-8 per share). 

B holding 300 shares—(First and Second Call). 

C holding 400 shares—(Second Call). 

Pass the entries recording the forfeitures and show how the Share Capital 
will appear in the Balance Sheet. 336 

EXERCISE 22 

R. Keshao, Shopkeeper of 7, Mangal Peth, Poona, applied on 1st January 
1930 for 10 shares of Rs. 10 each in the Agricultural Equipment Co., Ltd., paying 
Rs. 2 per share on application. 

The shares were allotted to him on 12th January 1930, numbered 171 to 180, 
as per Allotment Letter No. 56. He duly paid the allotment money of Rs. 3 per 
share on January 15th. • 

On February 25th, he bought further 30 shares, Rs. 5 per share paid, num¬ 
bered 101 to 130, from P. Sorabji, Pleader of 5 Nal Bazar, Bombay, at Rs. 6 per 

share, the Transfer No. 20 for the same being lodged with the Company on Match 
1st, and approved by the Board on March 15th. # 

On April 10th a Call of Rs. 5 per share was made, which he paid on April 

20th, thus making his shares fully paid. 

Show R. Keshao’s Account in the Co.’s Register of Members. Draper of 8, 
Hornby Road, Bombay, at Its. 9 per share, the Transfer No. 21 being lodged with 
the Company and approved by the Board on May 15th. 

Show R. Keshao’s Account in the Co.’s Register of Members. 

Show also the Share Transfer Register of the Company, inserting the details 
of the foregoing transactions. 246 

EXERCISE 23 

The Hindustan Manufacturing Co., Ltd., had a total Subscribed Capital of 
Rs. 10,00,000 in Ordinary Shares a Rs. 10 each on which Rs. 7-8 had been called 
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up. A Final Call of Rs. 2-8 per share was made and all amounts were paid except 
■ the two Calls of Rs. 2-8 each in respect of 100 shares held by D. Roy. These shares 
were forfeited and re-issued at Rs. 8 per share for cash. ( Make Journal Entries 
necessary to rfccord the above. * 388 

EXERCISE 24 

The Simto Ltd. was registered on 1st January 1932, to 'buy over the business 
of Messrs. Symington & Todd as on 1st October 1931, and obtained its Certificate 
for Commencement of Business on 1st February 1932. 

The accounts of the Company for the period ended 30th September 1832, dis¬ 
closed the following facts:— 

(1) The turnover for the whole period amounted to Rs. 2,40,000 of which 
Rs. 40,000 related to the,period from 1st October 1931 to 1st February 1932. 

(2) The Trading Account showed a gross profit of Rs. 96,000. 


(3) The following items appeared in the Profit and Loss Account: — 

Rs. 


Directors’ Fees .<• 

.. 1,500 


Auditors’ Fees 

750 


Rents, Rates, etc. 

4,800 


Bad Debts 

2,000 




(of which Rs. 700 



related to Book 



Debts created be¬ 



fore 1st February 



1932). 

Staff Salaries 

.. 12,000 


Debenture Interest 

6,000 


Depreciation on Plant and Machinery 

3,600 


Preliminary ^ Expenses 

2,400 


General Expenses 

1,800 


Commission on Sales 

3,600 


Printing and Stationery 

2,400 


Advertising 

4,200 


Travellers’ Expenses and Salaries 

8,400 



Interest to Vendors at 6 per cant on 
Rs. 1,00,000 from 1st October 1931 to 31st 
May 1932 .. .. 4,000 

Show how you would ascertain profits prior to Commencement Certificate, 
and state how such profits should be dealt with. 352 

EXERCISE 25 

On 31st December 1931, the X. O. Company Ltd. was three years in arrears 
with the dividends on its 15,000 7 per cent Cumulative Preference Shares of Rs. 10 
each fully paid. Would this affect the annual accounts? If so, how? 358 

EXERCISE 26 

From the following Trial Balance of the National Cotton Mills Ltd, prepare 
a Trading and Profit and Loss Account for the year ended 31st December 1932, and 
a Balance Sheet as on theit date:— 


TRIAL BALANCE as at 31st December 1932 


Preference Share Capital 
Ordinary Share Capital 
54 per cent Mortgage "Debentures 
Calls unpaid (Ordinary Shares) 

Land and Buildings (Cost Rs. 20,00,000) 
Machinery and Plant (Cost Rs. 96,00,000) 
Reserve Fund 

Dividend Equalisation Fund 
Bankers’ I<oan (secured by stock of cotton, 
and cloth) 

Creditors for cotton 
Creditors for Coal and Stores 
Unclaimed Dividends 
Cotton Account .. 


yarn 


Rs. 


2,000 

16,00,000 

81,00,000 


1,41,00,000 


Rs. 

32,00,000 

50,00,000 

20,00,000 


6,00,000 

3,00,000 

10,00,000 

4,50.000 

40,000 

2,400 
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TRIAL BALANCE os at 31st December 1932 (Contd.) 


Coal 

Rs. 

6,30,000 

Rs. 

Sale of Yam 

61,20,000 

Sale of Cloth 


74,00,000 

Fixed Deposits . • 

Shares in Suburban Dyeing Co., Ltd. (2,000 of 
Rs. 100 each, Rs. 80 paid up) 

Cash in Office 

Cash at Mills 

Cash at Bank 

Stores Account 

Wages 

a 

1,60,000 

1,800 

2,400 

28,990 

7,20,000 

8,00,000 

2,40,000 

Dividends Received 


58,040 

Transfer Fees 

Sundry Debtors (including Rs. 2,600 due by 
Directors of the Mill) 

1,32,200 

1,500 

Profit and Loss Account (1st January 1932) 
Salaries 

Rent, Rates, etc. 

Income-tax ... 

7. 1,35,000 

68,000 
32,000 

9,09,250 

General Expenses 

Debenture Interest 

94,000 
.. * 55,000 


Due for Salaries, Wages, etc. 

Preference Share Dividend (for 1931) 

Ordinary Share Dividend (for 1931) 

64,000 

2,24,000 

4,99,800 

Rs. 2,73,85,190 2,73,85,190 


The Nominal Capital of the company consists of 3,200 7J per cent Preference 
Shares of Rs. 1,000 each, and 5,000 Ordinary Shares of Rs. 1,000 each. 

Depreciate the Land and Buildings by Rs. 80,000 and Plant and Machinery by 
Rs. 4.00,000. Transfer Rs. 3,00,000 to Reserve Fund and Rs. 2,00.000 to Dividend 
Equalisation Fund. The Managing Agents are entitled to a commission of IS per 
cent on sales. Provide for interest on Bank Loan for 6 months at 7 per cent. The 
stocks held on 31st December 1932 were, Cotton at average cost Rs. 15,40,000, Coal 
at cost Rs. 30,000, Yam at or below selling price Rs. 19,00,000, Cloth at or below 
selling price Rs. 22,00,000 and Stores at cost Rs, 1,90,000. 372 

EXERCISE 27 

From the following Trial Balanc^»of the Excelsior Rubber Plantations, Ltd., 
prepare Profit and Loss Account and Appropriation Account for the year ended 
31st December 1931 and a Balance Sheet as on that date:— 

Rs. Rs. 

Share Capital, Authorised and Issued 10,00,000 

Leasehold Estate in Ceylon .. .. 7,38,450 

Development Account, 1st January 1931 .. 2,96,720 

Expenditure in Ceylon during 1931: — 

Upkeep of producing area, tapping, "* 

manufacturing, shipping, etc. .. 1,83,030 

Further outlays on areas not in bearing .. 51,060 


Buildings and Machinery 

• 

• » a * 

• a 

2,34,090 

1,37,200 

# 

Inventory of Cattle, Stores, etc. 

• • • • 

a • 

10,530 


Stock of Rubber in Store and in Transit at 31st 
December 1930 

0 a 

1,42,410 


Proceeds of Rubber sold 

• • • • 

a a 

4,23,970 

Profit on Exchange 

• • • ♦ 



140 

Directors' Fees 

a a • • 

• a 

8,500 


Audit Fees 

a • a • 

a • 

2340 


Income-tax 

• • • a 

• • 

24,300 


Interest on Deposit 

a a 4 a 

a a 


640 

Transfer Fees 

• a a a 



100 

Cash at Bankers and in hand 

»■ 

0 0 • • 


74,880 


Sundry Debtors 

a • a a 

a a 

11,020 


Sundry Creditors 

00 a a 

• • 


45,810 
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General Reserve 

• • 

Rs. 

Rs. 

1,50,000 

Profit and Loss Balance, after payment of 

Rs. 125,000 Final Dividend for 1930 

• • 

25,000 

84280 

Interim Dividend paid 31st July 1931 

• • 



Rs. 17,05,640 17,05,640 


Provide 10 per cent Depreciation on Building and Machinery; carry Ra. 50,000 
to Genera) Reserve and provide for additional remuneration of the Directors, viz. 
2i per cent on the profit for the year before charging Income-tax and the General 
Reserve. The Stock of Rubber in Store and in Transit on 31st December 1931 was 
valued at Rs. 1,56,860. ' 373 


EXERCISE 28 

The following was the Trial Balance of the Indian Products Ltd., on 31st 


December 1932 :— * 

Rs. 



Rs. 

Stock 

120,000 

Unclaimed Dividends 

, . 

1,700 

Machinery t 

9.92.700 

Sinking Fund for Redemption 

220.000 

Freehold Land 

120.400 

of Debentures 

• . 

Preliminary Expenses 

8.320 

Reserve Fund 

• • 

47.600 

Sundry Debtors 

2.50.000 

Returns from Purchases 

• • 

3200 

Wages 

75.000 

Bills Payable 

• ■ 

9,300 

Salaries 

20.913 

Subscribed • and fully 

called 


Purchases 

6,47.000 

Capital 

, . 

1220,000 

Bad Debts 

3,400 

Interest on Sinking 

Fund 

8,000 

Directors’ & Auditors’ Fees .. 

2,900 

Investments 


Interest on Debentures 

6.000 

Sundry Creditors 


2,00,025 

Insurance 

3,000 

Miscellaneous Receipts 


400 

Cash at Bonk 

17,300 

4 '7r. Debentures 


3,00.000 

Cash in hand 

450 

Reserve for Bad Debts 


10.000 

6% War Bonds 

1,00.000 

Interest on War Bonds 


3,000 

Motive Power 

19.000 

Sales 


923200 

Building^ 

420.600 

Profit and Loss Account 


General Expenses - 

1.417 

Balance 

■ • 

9.600 

Repairs 

3,900 

Depreciation Fund 

• • 

2,02,400 

Postage, Stationery, etc. 

2.100 



Rent, Rates and Taxes 
Carriage 

6200 




2.000 




Travelling Expenses 

1.050 

% 



Discount on Debentures 

5.000 




Sinking Fund Investments 

2,50.000 




Goodwill 

50,000 




Loose Tools 

4.225 




Returns from Customers 

4,700 




Bank Charges 

150 




Discount on Sales 

1.300 




Depreciation on Machinery' .. 

55.000 




Depreciation on Buildings .. 

15.000 




Rs. 32.79.025 

t 


Rs. 

32.79.025 


« 


You are requested to .prepare Trading and Profit and Loss Accounts and 
Balance Sheet as required by the Indian Companies Act after making the following 
adjustments: — 

Reserve for Bad Debts is to be maintained at 5 per cent on Sundry Debtors. 
Directors' Fees amounting to Rs. 300 are to be provided. Insurance is paid for 
the year ending 31st March 1933, Write off the whole of Preliminary Expenses. 
Add Rs. 10,000 to Sinking Fund for Redemption of Debentures. The Closing Stock 
includes goods worth Rs. 3,000 received on the last day and which have not been 
passed through the Purchase Book. The Authorised Capital of the Company is 
Rs. 15,00,000 divided into 15,000 shares of Rs. 100 each. The Stock on 31st Decem¬ 
ber 1932 was Rs. 1,37,000. ' * 374 
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EXERCISE 28 

Criticise the form of the following Balance Sheet of a limited Company. 
BALANCE SHEET /or the year to June 30th, 


T$> Share Capital Issued— 
1,00,000 Shares of Rs. 10 
each 

To Debenture Stock 
To Credit Balance and Re¬ 
serve Funds 
To Profit and Loss 
Account at June Rs. 

30th .. 25.000 

To Profit for year .. 90,000 


Rs. 


10,00,000 

5 , 00.000 

2,50,000 


Less Dividend paid 


1,15.000 

50.000 


65.000 
Rs. 18,15.000 


Rs. 

By Lands, Buildings, Plant, 

Goodwill and Trade Marks 12,00.000 


By Debtor Balances 
By Stock 
By Cash at Bank and Sundry 
Investments 


3,00.000 

1,40.000 

1,75,000 


Ra. 18,15,000 


EXERCISE 30 


375 


The financial year of.the World-Wide Radio Co., Ltd., ended on 30th June 


1933, at which date the Trial Balance was as follows:— 

£ £ 

Ordinary Share Capital .. .. .. .. 50,000 

Preference Share Capital .. .. .. .. 40,000 

Purchases .. .. .. .. .. 144,312 

Sales . . 200,714 

Loan at 5 per cent .. .. .. .. 15,000 

Sundry Debtors .. .. .. .. .. 28,120 

Sundry Creditors .. .. .. .. 10,384 

Stock .. .. .. .. .. 38,942 

Wages (Manufacturing! .. .. .. .. 19,120 

Calls in Arrear (Ordinary Shares) .. .. 300 

Fuel .. .. .. .. ., 4,200 

Carriage (Inwards) .. .. .. .. 302 

Carriage (Outwards) .. .. .. .. 1,500 

Loan Interest .. .. .. .. .. 375 

Income-tax .. .. .. .. .. 3,560 

Buildings .. .. .. .. .. 34,200 

Plant and Machinery .. .. .. .. 19,560 

Profit and Loss Account .. .. .. .. 14,340 

Rates, Taxes and Insurance .. .. .. 2,842 

Salaries .. .. .. .. .. 3,660 

Returns (Inwards) .. ,. .. .. 3,280 

Returns (Outwards) .. .. .. .. 1,640 

Directors’ Fees (for year to 30th June 1933) .. 2,400 

Dividend on Ordinary Capital (for the year to 30th . 

June 1§32) . 10,000 

Transfer Fees .. .. .. .. .. 60 

Preliminary Expenses ,. .. .. .. 2,000 

Cash on Hand .. .. .. ... .. 621 

Cash at Bank .. ... .. .. .. 12,844 • 


£ 332,138 332.138 


Write off £11000 Preliminary Expenses, and 5 per cent Depreciation off Plant 
and Machinery. Write off Bad Debts £1,380 and provide a reserve of 5 per cent 
for Discount allowable. Stock a! 30th June 1933 was valued at £32.800. Wages 
accrued but unpaid at 30th June 1933, £150. Insurance unexpired at 30th June 
1933, £110. 

The Authorised Capital of the Company was £100.000, £50,000 in £1 Ordinary 
Shares and £50,000 in £1 6 per cent Cumulative Preference Shares. 

Prepare Trading and Profit and Loss Accounts for year ended 30th June 1933, 
and Balance Sheet as at that date, on the basis that the Directors recommend 
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payment of the Preference Dividend and an Ordinary Dividend of 10 per cent and 
desire provision to be made for same in the Accounts. (CJ3A.) 


EXERCISE 31 

Die Beaver Rope Co., Ltd., had a nominal capital of £200,000 divided info 
100,000 5 per cent Preference Shares of £1 each and 100,000 Ordinary Shares of 
£1 each. The books of the Company were balanced on 31st December 1937, on 
which date a Trial Balance, containing the following balances was extracted:— 


Carriage 



£ 

9,546 

Postages 



1,180 

Advertising 



1,298 

Lighting and Power 



4,326 

Printing 



832 

Packing 



1,084 

Repairs 



354 

Motor Car and Lorry 



3,266 

Office Expenses 



2,044 

Ordinary Share Capital Account 



10.000 

5 per cent Preference Share Capital Account 


40,000 

4\ per cent Debentures Account 



40,000 

Employees’ Superannuation Fund 



8,720 

Debenture Interest 


* • 

.. . 1,710 

Directors’ Salaries 1 .. 


• * 

2,190 

Building Account 



1,806 

Machinery and Plant 



17,500 

Stock on hand 



.. 77,344 

Cash in hand 



420 

Sales 



.. 348,988 

Purchases 



.. 205,328 

Purchases Returns 



7,496 

Factory Wages 



.. 25,408 

Sales Salaries and Commissions 



.. 21.382 

Rents, Rates and Insurance 



6,346 

Sales Returns 



.. 13,238 

Discount Account Dr. Balance' 



5,524 

Baci Debts written off 



406 

Bank Charges 



84 

Legal Expenses and Audit Fee 



836 

Contribution to Superannuation Fund 



1,032 

Sundry Debtors 



39,752 

Sundry Creditors 



8,680 

Bills Payable . 



640 

Cash at Bank 



11,568 

£5,000 4 per cent Government Loan at 
(Employees’ Superannuation Fund) 

cost 


8,720 


Prepare a Trading and Profit and Loss Account for the year ending 31st 
December 1937, and a Balance Sheet at that date after taking into consideration 
the following adjustments. 

Unexpired Insurance £1,132, Rent due £758, Travellers’ Commission due £684. 
Reserve for Discounts on Sundry Debtors £1,000, Depreciation on Plant 'and 
Machinery 10 per cent, Depreciation on Motors and Lorries £460, Stock on hand 
at 31st December 1937, £68,678. It was decided to write off the whole of the 
Building Account and transfer £7,000 to Reserve from the profits. (C.RA.) 

. EXERCISE 32 


The Trial Balance taken from the Books of D. S. O. & Co.^ Ltd., as at 31st 


October 1938, was as follows:— 

£ £ 

Share Capital .. .. .. .. 37,500 

Premium on Shares Account 2,500 

Creditors .. .. ■. .. .. 3,000 

Sales .. .. .. .. .. .. 72,225 

Profit and Loss Account a£ at 1st November 1935 .. 2,000 

Interim Dividend paid 30th June 1936 .. 1,875 

Stock o! Finished Goods 1st November 1935 2,000 
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Work in Progress, 1st November 1935 


£ 

550 

£ 

Calls in Arrear 

• • 


125 


Buildings 

• ■ 


5,000 


Plant and Machinery 

• • 


15,000 


Patents 

• ■ 


2500 


Goodwill 

• * 


10,000 


Stock—Raw Materials, 1st November 1935 


2,750 


Debtors 



3,750 


Stock of Stores, 1st November 1935 



125 


Purchases—Stores 



225 


Loose Tools 1st November 1935 



, 1,000 


Raw Materials—Purchases 



47,500 


Productive Wages 



... 17500 


Office Salaries 



2,000 


Plant and Machinery Repairs 



375 


Building Repairs 



150 


Rates and Insurance 



500 


Directors’ Fees 



.• 250 


Carriage (Outwards) 



600 


Carriage (Inwards) 



450 


Discounts 



425 


Preliminary Expenses 



... 300 


Office Expenses 



750 


Taxes 



750 


Gas and Electricity 



275 


Bank Account 



500 





£ 117225 117225 


The Capital of the Company consists of 100,000 £1 Shares. • 75,000 issued on 
which 10|- per Share has been called up. 

Stocks at 31st October 1936, were as follows: — £ 


Finished Goods .. .. .. 3,800 

Work in Progress .. .. ., 500 

Raw Materials .. 2,000 

Stores .. .. .. .. ,. 100 

Loose Tools .. .. .. .. 850 


Provision for the following is to be made: — 

Write off £250 from Patents, £150 from Preliminary Expenses, Depreciation 
on Buildings at 2& per cent per annum, and on Plant and Machinery at 
5 per cent per annum. 

£175 is to be reserved for Discount on Debtors and £100 on Creditors; 
£150 for Accrued Wages, arid £50 to be < arried forward for Insurance 
unexpired. 

Prepare Manufacturing and Profit and Loss Accounts for the year ended 31st 
October 1936, and Balance Sheet as at that date. (CJFtA.) 

EXERCISE,33 

* Manufacturing Co., Ltd., was registered with a nominal capital 

ot 15,000 Ordinary Shares of £1 each. From the following trial balance taken 
from the books of the company at 31st December —, prepare Trading and Profit 

and Los Accounts for the year ended that day and Balance Sheet as at that date— 

# 


Ordinary Share Capital Account 


£ 

£ 

12,000 

Machinery and Plant 

• • 

1 8,000 

Purchases 

• * 

17,940 


Discounts received 


290 

Rent 


” 120 

Rates 

Lease 


70 

5,000 


Debentures at 6 per cent 


5,000 

Carriage Inwards 


310 

Insurance 


52 


Salaries 

• « 

1,890 


Motors 


1,100. 
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Bad Debts Reserve 





£ 

£ 

140 

Travelling 





139 


Postage 





72 


Bills Payable 


• m 




1,527 

Sales 


• • 




41,790 

Directors’ Remuneration 


• • 



250 


Bad Debts 


• • 



61 


Electric Light 


• • 



39 


Office Furniture 


• * 



300 


Income-tax 


• • 



390 


Transfer Fees 


• a 




10 

Office Expenses 


• • 



292 


Goodwill 


• • 



3,000 


Sundry Creditors 





2,002 

Audit Fee 


* • 



63 


Profit and Loss Account— 

Credit Balance brought forward 




132 

Interest on Debentures 

• • 




225 


Manufacturing Wages 

• « 




15,230 


Stock at 1st January — 





3,110 


Printing and Stationery 

■ • 




89 


Sundry Debtors 

, . 




1,900 


Cash at Bank 

• . 




3,249 



£ 62,891 62,891 


Before doing so, the following adjustments are required to be made— 

Allow for one quarter's rent accrued. 

Insurance unexpired, £20. 

Interest on Debentures paid only to 30th September. 

10 per cent on net profit to managing director. 

Bring Bad Debts Reserve to 10 per cent on Sundry Debtors. 

Depreciate Lease 21 per cent. Machinery and Plant 5 per cent, Motors 10 per 
cent and Office Furniture 5 per cent. 

The Stock at 31st December was valued at £2,767 and the Work-in-progress 
at £760. 

Show the proposal of the directors to carry £2.000 to Reserve Account and 
pay 17per cent dividend on the Ordinary Share Capital. 

(Institute or Book-keepers, Ltd.) 


EXERCISE 34 

The issued share capital of Z Limited consists of 50,000 6 per cent Preference 
Shares of £1 each, fully paid, 30,000 of the same shares, 15s. paid, and 200,000 
Ordinary Shares of 10s. each, fully paid. The company’s year ends on 31st 
December. 

At the annual meeting held on 14th March 1938, it was, resolved:— 

(o) To pay the Preference Dividend for the half year to 31st December 1937 
(the dividend due on the partly paid shares being in proportion to the 
amount paid up). 

(b) To pay a Final Dividend of 10 per cent and a bonus of 2 per cent on the 
Ordinary Shares, both free of tax. 

(c) To transfer £5,000 to General Reserve ; and 

(d) To distribute to the Ordinary Shareholders a bonus of one new Ordinary 
Share, issued as fully paid, for each existing five shares held, the neces¬ 
sary transfer being made from General Reserve. 

Set out the Journal Entries recording the carrying out of the above decisions. 
(entries recording the cash payments are not required). 

(The London Chamber or Commerce.) 

EXERCISE 35 

Prepare Ledger Accounts to record the following transactions:— 

(i) On 1st January 1937, the M. N. Co., Ltd., made an issue of 100,000 6 per 
cent Redeemable Preference Shares of £1 each at a price of 22s. 6d„ of 
which 2s. fid. was payable on implication and 10s. on allotment. The 
i amounts due on a pp l ic a tio n and allotment were duly paid. 
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(ii) On 1st April 1937, a first and final call of 10a. per share was made and duly 
received in respect of 90,000 shares. 

(fii) In order to close the position as regards the remaining 10,000 shares, these 
shares were forfeited on 1st July 1937 ( and immediately re-issued on 
payment of 10s. per share. 

(The Chartered Institute or Secretaries.) 
EXERCISE 36 

A Limited Company with an Ordinary Share Capital of £250,000 in £1 Shares 
Fblly Paid, made a Bonus Issue out of Reserve of one Share credited 15|- paid, 
for every 10 shares held, at a premium of 2|6 per Share. 

Show the Journal Entries required in connection with the issue. 

(The Corporation or Accountants.) 

EXERCISE 37 

When preparing the Annual Accounts of a Limited Company you find that 

(a) There is e liability of £4320 on Bills discounted. 

(b) The dividend on £150,000 6 per cent Cumulative Preference Capital ib 

two years in arrears. • ' 

(c) There is a liability of 10|- per share for uncalled capital on 20,000 Shares 
of £1 eafch held by the Company as an investment. 

How would you deal with the above items in preparing tire Company's 
Accounts? (The Corpora Aon or Accountants.) 

EXERCISE 38 

A Limited Company issued 500 6 per cent Debentures of £100 each at 
£97-10-0, repayable at par by equal annual drawings over a term of 10 years. 

Draft in Journal form entries : 

(a) Recording the position on the issue of Debentures, and 

(b) Showing the effect of the repayments at the end of the first, second and 

third years of the term. (The Corporation or Accountants.) 


EXERCISE 39 * 


Prepare (a) Manufacturing Account, (b) Trading and Profit and Loss Account 

(c) Appropriation Account and (d) Balance Sheet from the- following informa¬ 
tion : — 


The Hallam Engineering Co., Ltd., was registered with a nominal capital of, 
£140,000 divided into 100,000 Ordinary Shares of £1 each and 80,000 6 per cent 
Preference Shares of 101- each. The following Trial Balance was extracted from 
the books on 30th June 1935:— 


Ordinary Shares (Fully Paid) 

Preference Shares (Fully Paid) 

Freehold Premises 

Debtors 

Creditors 

Rates, Taxes and Insurance— 

(Factory £2,000) 

(Office £320) . 

Machinery and Plant 

Rents received from offices sub-let .. 

Factory Wages 

Office Salaries .. .. * .. 

Directors’ Fees 

Purchases 

Stock as at <30-6-34 
Sales 

Discount (Balance) 

Carriage (Inwards £1240, Outwards £2,442) 
Bad Debts Reserve at 30-6-34 
Investments in Subsidiary Companies 
Profit and Loss Account Balance at 30-6-34 . 
Dividends from Investments 
Repairs (Factory) 

Loose Tools .. .. .. .. 


Dr. Cr. 

£ £ 
100,000 
40,000 

60,000 

9,040 

13,456 


2.320 

39,160 

300 

26,486 
10.842 * 

2,000 
84,690 
36,454 

153,058 

1264 

3,682 

500 

30,000 

9250 

1.000 

290 

420 
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DOUBLE-ENTRY &OOK-KEKPING 


• Dr. Cr. 

* £ £ * 

Returns (Sales and Purchases) 1,854 846 

Heating and lighting (Factory £7,096, Office £1,000) 8,096 

Cash at Dank .. • • * • • • 1 ,5 1 2 


£ 318,810 318,810 


Hie following adjustments must be made:— 

Bad Debts Reserve must be adjusted to 5 per cent of the Sundry Debtors at 
30-6-35. 

Depreciation of 10 per cent on Machinery is to be made. 

Rent of £100 for sub-let of Office for quarter ending 30-6-35 is due. 

Office Salaries £250, Factory Wages £654 due on 30-6-35 have not been paid. 

Insurance paid in advance amounts to £128, of which £92 is for Factory and 
£36 for Office. 

Stock at 30-6-35 was £42,680 and Loose Tools £394. 

Ignore Income-tax. (The Corporation of Accountants.) 

EXERCISE 40 

After considering the audited accounts for the year ending 31st December ’ 
1934, the Board of Simprins Ltd., decide to appropriate the available balance of 
the Profit and Loss Account (£24,956) as follows:— 

(1) To pay full year’s dividend of 6 per cent on the £50,000 Preference Shares, 
less tax. 

(2) To pay a dividend of 10 per cent on the £50,000 Ordinary Shares, less tax. 

(3) To transfer £3,000 to Renewal of Designs Account and to start Staff 
Pensions Fund with £5,000. 

(4) To carry forward the balance. 

Show the necessary entries to record these resolutions in the Company’s books. 

(The Corporation of Accountants.) 

REVISIONAL EXERCISES 

EXERCISE 41 

The Nominal Capital of the Ideal Newspaper Company, Limited, is £100,000; 
40,000 £1 Preference Shares, and 60,000 £1 Ordinary Shares. Prepare Revenue 
Account and Balance Sheet from the following Trial Balance. Reserve for Wages, 
£48; Discounts, £350 ; Bad Debts, £200; Depreciate Freehold Property at the ' 
rate of 1 per cent per annum, Plant and Machinery, 7£ per cent per annum; Lino¬ 
type installations, 10 per cent per annum; Motor Vans, 15 per cent per annum. 
The amount received for Advertisements includes £180 which will not run off 
until 1910. The Sales include Papers pre-paid for 1910 amounting to £350. Stock 
31st December 1909, £1,646-15-0. 


Dr. Balances 




£ 


£ 

Wages 


1,000 

Calls in arrear 

75 

Trade Charges 


7,860 

Freehold Property, 1-1-09 .. 

28.000 

Correspondents 


4,365 

Plant and Machinery, 1-1-09 

9,500 

Discounts allowed 


855 

Returns and Unsolds 

2,650 

Commission 


380 

Dividends accrued on invest¬ 


Printing and Stationery 


110 

ments 

300 

Free Copies 


695 

Cash in hand 

130 

Bad Debts , 


75 • 

Liverpool Banking Company, 


Repairs 


155 

Limited 

5,293 

Cr. Balances 



Debtors 

• 5,800 



£ 

linotype Installation, 1-1-09 

1,300 

40,000 Cumulative Preference 


Linotype Installation additions 


Shares of £1 each, 7)6 paid 

15,000 

made on 30-6-09 

135 

60,000 Ordinary Shares of 

£1 


Additions to Plant and Machi¬ 


each, 5|- called up * 

• • 

15,000 

nery made on 30-6-09 

M0 

Calls in advance 

• • 

150 

Stock, 1-1-09 

1,750 

Sundry Creditors 

• • 

7.300 

Investments at cost 

6,340 

Reserve, 1-1-09 

• • 

10,000 

Motor Cars, Vans, etc., 1-1-09 

845 

Sales (Cash and Credit) 


22,650- 

Motor Cars, Vans, etc., addi¬ 


Advertisements 


19,090 

tions made on 30-6-09 

90 

Profit and Loss Account, 


Purchases of Paper 

8,250 

1-1-09 

* • 

7,320 

Purchases of Ink 

475 

Bank Interest, Dividends, 

etc. 

130 

Salaries 

9,230 





A 

(Lancashire and Cheshire Institutes.) 
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EXERCISE 42 

On 1st January 1913, a Company was formed to take over the business of 
John Brown & Company, Manufacturing Confectioners, with a Nominal Capital 
of £60,000 consisting of 60,000 Shares of £1 each. 10,000 Shares were issued as 
fully paid to the Vendors in part payment of the various' assets included in the 
purchase price. The remainder of the Shares were offered to the public for sub-, 
scription, and 34,000 were applied for and allotted. On 31st December 1913, 1716 
per share had been called up and duly paid, with the exception that a call of 2(6 per 
share was unpaid on 280 shares, and that 400 shares had been paid for in full. 
In addition to the balances represented by the above, the following balances appeared 
in the books of the Company on 31st December 1913. Prepare Trading, Profit and 
Loss Accounts and Balance Sheet for the year ended 31st December 1913, after 
taking into consideration the following: (a) Depreciate Plant and Machinery, 10 
per cent; (b) Depreciate Fixtures and Fittings, 5 per dent; (c) £100 is to be 
written off Preliminary Expenses; (d) £250 is to be reserved for Directors’ Fees; 
(e) Reserve for Bad and Doubtful Debts to be created 2£ per cent on Sundry 
Debtors; (/) The Vendors to be charged with £34-8-7 being bad debts made on 
Sundry Debtors’ balances guaranteed by them; (g) Rides and Insurances owing 
and paid in advance respectively were £36-8-0 and £43-8-6; (JO Stock, 31st 
December 1913, was £5,643-10-8. 



£ 

a. 

d. 



£ 

a. 

d. 

Cash in hand 

79 

8 

7 

Travellers’ Salaries 

and 




Cash at Bank 

.. 2,106 

4 

8 

Expenses 


1,860 

4 

3 

Stock (1-1-13) 

.. 4.005 

0 

6 

Carriage Outward 


1,441 19 

9 

Sales 

.. 21,845 

9 

0 

Goodwill 


5,000 

0 

0 

Purchases. 

.. 10.841 

11 

9 

General Expenses 


297 14 

1 

Rates & Insurance 

.. 528 

0 

9 

Returns Inward 


413 

2 

6 

Plant & Machinery 

.. 6,793 

10 

0 

Returns Outward 


214 

1 

6 

Fixtures & Fittings 

.. 769 

8 

7 

Debtors 


5,314 

8 

6 

Manufacturing Wages 

.. 4,180 

2 

9 

Creditors • 


1,783 

4 

5 

Bad Debts 

218 

7 

6 

Preliminary Expenses 


389 

7 

6 

Freehold Premises 

.. 17.000 

0 

0 

Discount Account (excess 




Salaries 

.. 692 

0 

0 

of discounts allowed 

over 




Factory Power 

89 

7 

4 

(hose received) 

, , 

1.467 

7 11 

Lighting 

120 

8 

0 

(London Chamber ok Commerce.) 


EXERCISE 43 

The A. R. Waddell Company, Limited, which was formed to purchase a manu¬ 
facturing business, was registered on 1st January 3911, with a Nominal Capital of 
£100,000, divided into 10,000 Ordinary Shares of £10 each. With the undermen¬ 
tioned exception, these shares were offered to the public, and 7,500 were subscribed 
for and duly allotted. As part purchase price of the business, 500 shares were 
allotted as fully paid to the vendor. The snares issue 1 to the public were payable 
as follows£2-10-0 per share on application,- £2-10 9 on allotment, £2-10-0 on 
31st March 1911, and the balance as and when required. The final balance had 
not been called up on 31st December 1931. In addition to the balance of the Capital 
Account, the following balances appeared m the books of the Company on 31st 
December 1911. Before closing the books, the following adjustments are neces¬ 
sary :—(o) 10 per cent Depreciation is to be'written fitt Plant and Machinery; 
(b) The Reserve for Bad Debts is to be -made up to £500; (c) Insurance paid in 
advance £50; (d) The £2,505 spent upon Alterations and Improvements to be 
written off by five equal annual instalments, ending 31st December 1915; ( e ) The 
whole of the Preliminary Expenses (part having been borne by the vendor), are 
to be written off; (/) Stock 31st December 1911, £12,347. • 

Prepare Trading and Profit and Loss Accounts for the year ending 31st 
December 1911, and Balance Sheet as on that date. State what conclusions the 
accounts of the Company would lead you to arrive at. 


Salaries 

£ 

3,(960 

Purchases 

£ 

.. 102,551 

Manufacturing wages 

22,421 

Sales 

.. 142,412 

General Expenses 

941 

Calls in Arrear 

350 

Stock, 1st January 1911 

10,210 

Repairs & Renewals 

1,027 

Rents received 

300 

Freehold Land & Buildings 

.. 26,000 

Reserve for Depreciation of 


Reserve for Bad Debts 

250 

Buildings 

3,000 

Goodwill 

.. 10,000 


PJ(.-24 
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£ 

Carriage • • 6,119 

Sundry Debtors .. 16,342 

Sundry Creditors ■. 6424 

Rates, Taxes & Insurance 2,450 

5% Debentures 5,000 

Debenture Interest (from date 
of issue to 30th June 1911) 107 

Preliminary Expenses 447 

Plant, Machinery and Fixtures 9,510 

lighting & Heating 766 

Discount Account (Debit 
Balance) .. 1474 


£ 


Purchases Returns 

• • 

4,001 

Sales Returns 

• m 

4,759 

Bills Payable 

m • 

962 

Alterations and Improvements 

2,505 

Advertising 

Directors’ Fees 

• • 

2,793 

• • 

750 

Legal Expenses 

Travellers’ Expenses 
Commission 

• • 

61 

and 

a * 

647 

Bank Overdraft 

• • 

1,789 

Cash in hand 

• • 

196 

(London Chamber or Commerce.) 


EXERCISE 44 


The Loamshire Manufacturing Company, Limited, was registered with a 
Nominal Capital of £70,000 divided into 50,000 Ordinary Shares of £1 each and 
20,000 6 per cent Preference Shares of £1 each. . 

From the Trial Balance extracted from the books of the Company as on 30th 
June 19...., you are required to prepare Manufacturing and Profit and Loss 
Accounts for the year ended 30th June 19.... and a Balance Sheet as on that date. 

When preparing the necessary accounts the following matters must be taken 
into consideration:— 


(1) Bad Debts Reserve is to be adjusted to 5 per cent of the Sundry Debtors 

8t 30th June 19.... ‘ 

(2) The following valuations were made as on 30th June 19. Stock, 

£21,342 ; Loose Tools, £195. 

(3) Depreciation at 10 per cent is to be provided on Machinery. 

(4) Rent due in respect of Office sub-let (£50) for Quarter to June has not 
been received. 


(5) Office Salaries £127, and Factory Wages £325, were due as on 30th June 

19_and had not been paid. 

(6) Insurance paid in advance amounted to £64 (Factory, £48; Office, £16). 


Ordinary Shares 

Preference Shares 

Unpaid Calls—Preference Shares 

Freehold Premises 

Debtors and Creditors 

Rates, Taxes and Insurance (Factory £1,025, 

Office £135) 

Machinery and Plant 
Rent of Offices Sub-let 
Factory Wages 

Office Salaries and Directors’ Fees .. 

Purchases 

Stock, 1st July 19.... 

Sales .. .. .. .. 

Discount (Balance) 

Carriage (Inwards, £625; Outwards, £1,216) 

Bad Debts Reiserve, 1st July 19.. 

Investment: 15,000 £1 Shares in Loamshire 
Components), Limited 

Profit and Loss Account (Balance, 1st July 19...) 
Dividend received on Investment 
Repairs to Premises 
Loose Tools 

Returns (Sales and Purchased) 

Cash at Bank 

Heating, Lighting and Fuel (Factory £3,422, Office 
£626) 


Dr. 

Cr. 

£ 

£ 

50,000 

20,000 

200 

30,000 


4,320 

6,728 

1460 


19,580 

150 

13443 


6,421 


42,345 


18427 

982 

1,841 

76429 

250 

15,000 

4,825 


500 

145 


210 


927 

423 

756 


4,048 


£ 159,405 159,405 


al ' 


(Royal Society or Arts.) 
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EXERCISE 45 


The Speedy Motor Cab Company, Limited, was registered with a Nominal 
Capital of £30,000, divided into 10,000 Ordinary Shares of £1 each, and 20,000 
6 per cent Preference Shares of £1 each. 

From the following Trial Balance, prepare Trading and Profit and Loss Accounts 
for the year ended 31st December, and a Balance Sheet as on that date:— 


TRIAL BALANCE 


Ordinary Share Capital Account 
. Preference Share Capital Account 
Calls in arrear on Preference Shares 
Stock in hand (1st Jan.) 

Cash in.hand 

Bank Overdraft 

Cab Earnings 

Salaries 

Tyres 

Insurance 

General Expenses 

Plant and Machinery 

Fixtures and Fittings 

Taxicabis 

Debtors and Creditors 

Reserve for Renewals (1st January) 

Profit and Loss Account (Balance, 1st Jan.) 

Rent of Taximeters 

Licences 

Petrol (Less Payments by Drivers) .. 
Training Drivers 
Washing and Cleaning Cabis 
Repairs 

Rent, Rates and Taxes 

Lighting 

Directors’ Fees 

Preliminary Expenses 

Legal Expenses and Audit Fee 


Dr. 


Cr. 


£ 9 . 

d. 

£ 

s. 

d. 



10,000 

0 

0 



18,267 

0 

0 

8 10 
l,3(fe 8 

0 

7 

• 



28 9 

3 

603 

5 

4 



18,697 

19 

5 

1,187 10 

3 




4,906 3 11 




1,521 8 

0 




278 9 

0 




1,451 9 

0 




1,126 f7 

0 




28,000 0 

0 




89 17 

3 

710 

2 

0 



500 

0 

0 

748 3 

5 




465 10 

0 




312 8 

0 




874 8 

6 




103 5 

4 

• 



2,606 8 

2 




L810 12 

5 




953 8 

7 




189 5 

4 




250 0 

0 




458 9 

6 



• 

102 5 

3 





£48,778 6 9 48,778 6 9 


Before preparing the Accounts, the following adjustments are necessary:— 
Charge Depreciation on Plant and Machinery, and Fixtures and Fittings, at 10 
per cent per annum. Charge Depreciation on Taxicabf. at 5 per cent per annum. 

Reserve for- Renewals, £500. 

„ „ Rates owing, £18-7-6. 

„ „ Insurance paid in advance, £170-1-6. 

The takings of the cabs on 30th and 31st December amounted to £171-8-3, 
but were not paid in by the Drivers until 1st January. Write off one-third of the 
Preliminary Expenses Account. The value of the Stock in hand as on 31st 
December was agreed at £1,486-10-9. (Royal Society or Arts.) 

EXERCISE 46 

Mac Arthurs, Limited, was registered to purchase an old-establishOd business. 
The nominal capital of the Company consisted of 150,000 Shares of £1 each. 100,000 
of these shares were issued at a premium of 2s. 6d. per share, and were fully called 
up. The remaining 50,000 shares were issued, as fully paid, to the Vendor as the 
purchase price of the Goodwill of the business, but no entries regarding this issue 
had been made in the books as on 31st December 1927, on which date the following 
Trial Balance was extracted. Prepare Trading and Profit and Loss Accounts 
a Balance Sheet, (a) Depreciation: Machinery and Plant, 10 per cent; Office 
Furniture, 6 per cent; (b) Loan interest due to J. Smith as on 31st December 
1927, had not been passed through the books; (c) l|3rd of the Preliminary Expenses 
Account is to be written oil; (d) Stock as on 31st December, was £9,874; Work- 
in-progress, £1,262 ; Loose Tools, £4,200; (e) A Reserve for Bad and Doubtful 
Debts is to be created equal to 5 per cent on the Sundry Debtors; (f) £150 p nH 
for a new metal Lathe has been charged in error to Factory Expenses Account; 
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(g) The following were owing on 31st December, but no entries had been passed 
through the books:—Directors’ Fees, £500; Secretary’s Salary, £35; Factory 
Wages, £221. 


Dr. Balances 


£ ' 



£ 

Calls in arrear 


1,000 

General Expenses (Factory 
4/ 5ths, Office l/5th) 


1,885 

Freehold Factory 


63,626 

• • 

Machinery and Plant 


18,450 

Sundry Debtors 

» • 

22,840 

Sales Returns 


342 

Office Furniture 

• * 

750 

Office Salaries 


5,864 

Cash in hand 


487 

Office Expenses 

Directors^ Fees 


871 

Cash at Bank 

■ • 

12,882 


500 

Machinery Repairs 


366 

Factory Wages 


19,862 

Preliminary Expenses 

• » 

966 

Loose Tools 


5,960 




Factory Expenses 


4,748 

Cr. Balances 


£ 

Lighting, Heating and Power 


Share Capital Account 

» *' 

100,000 

(Factory £1,262, Office 

£78) 

1,340 

Premium on Shares 


12,500 

Stock (December 31st, 

1926) 

8,988 

Purchases Returns 

• . 

2,104 

Purchases 

42,686 

Sales 

* • 

97,521 

Travellers’ Salaries and 


Sundry Creditors 

. . 

3,682 

Commission 

, , 

4,871 

Transfer Fees 

. . 

9 

Rates and Taxes (Factory 

Discount Account 

. , 

86 

£985, Office £210) 


1,195 

Loan received from J. Smith 


Insurance (Factory £385, 


on 1st July, at 5% interest 

5,000 

Office £38) 

. . 

423 

(Royal Society of Arts.) 


EXERCISE 47 

Shot Silks, Limited, was registered with a Nominal Capital of £75,000, divided 
into 25,000 8 per cent Preference Shares of £1 each, and 100,000 Ordinary Shares 
of 10s. each. During December 1928, the Company issued 200 5 per cent Debentures 
of £100 each. The whole of the issue was subscribed and fully paid-up as on 
28th December 1928, the eash being paid into a “ Debenture Banking Account.” 
No entries had loeen made regarding this issue in the Company’s books. On 31st 
December 1928, the following Trial Balance was extracted. Prepare Manufacturing 
and Profit and Loss Accounts and a Balance Sheet, (a) As on 31st December 1928, 
the following valuations were made :—Stock, £18,942 ; Motor Lorries, £2,300; Loose 
Tools, £1,000. ( 6 ) Depreciation:—Machinery and Plant 15 per cent; Office 

Furniture 10 per cent. (<•) The Quarter's Rent due on 25lh December 1928, £400 
(3j4ths Factory; lj4th Office), had not been provided for in the books. Insurance, 
£56 (Factory), had been paid on account of 1929. (d) The balance of the 

Preliminary Expenses Account is to be written off. (c) A further £250 is to be 
added to the Reserve for Bad and Doubtiul Debts. (/) As on 31st December 1928, 
six months’ interest had accrued on the Eldorado Gold Bonds, but no entries had 
been made in the boolts. ( 3 ) A set of Office Filing Cabinets costing £200 had 
been wrongly debited to Office Expenses Account. (1 1 ) Six months’ fees were due 
to the Directors, but had not been provided for in the books. ( 

Dr. Balances £ £ 


Calls in arrear 

Leasehold Factory 

500 

17,844 

Light and Heat (Factory 

4, 5ths, Office l/5th) 


385 

Machinery & Plant 

10,860 

Factory Power 


1,474 

Stock, 31-12-27 

16,842 

Motor Lorries (31-12-27) 


2,985 

Office Furniture 

740 

Loose Tools (31-12-27) 


13T9 

Factory Wages 

32,885 

Cash in liand 


1474 

Office Expenses 

489 

Cash at Bank 

* , 

8341 

Rent & Hates (Factory 3/4ths, 
Office l/4th) .. v 

1,892 

Preference Dividend, paid 
(30-6-28) 


1,000 

Insurance, *■ (Factory 4/5ths, 


Telephone' Deposit with G.P.O. 

10 

Office l/5th) , 

295 

Cr. Balances 


£ 

Preliminary Expenses Account 
Eldorado 5% Gold Bonds 
Directors’ Fees (6 months to 
30th June 1928) 

334 

5,000 

Ordinary Share Capital 
Account 

• • 

40300 

500 

Preference Share Capital 
Account 

■ • 

25,000 

Office Salaries 

Travellers’ Salaries and 

1,924 

Reserve for Bad Debts, 
31-12-27 


400 

Expenses 

3,178 

Interest Account 

, , 

161 

Carriage (Inwards, £478; 


Creditors 


2346 

Outwards, £621) 

1,099 

Sales 

a m 

115,097 

Debtors 

12,785 

Purchases Returns 

9 m 

384 

Purchases 

58.741 

Transfer Fees 


9 

Sales Returns 

241 

(Royal Society or Ajrts.) 
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EXERCISE 48 

Avoca, limited, was registered in 1912, with ait Authorised Capital of £200,000 
divided into 100,000 S per cent Cumulative Preference Shares of £1 each, and 
100,000 Ordinary Shares of £1 each. Of this Capital, 30,000 Preference Shares 
and 60,000 Ordinary Shares were issued and fully called up. On December Slat 
1914, the balances below appeared in the books. Prepare Trading and Profit and 
Loss Accounts for the year ended December 31st 1914, and a Balance Sheet as 
on that date, taking into consideration(1) Debenture Interest for the half-year 
to December 31st, 1914, is to be provided for (ignore Income-tax) ; (2) £1,000 is 
to be added to the Reserve Fund; (3) All interest from Investments is to be added 
to the Reserve Fund; (4) £200 to be added to the Leaseholds Depreciation Fund; 
(5) 10 per cent Depreciation is to be written oil Plant and Machinery; (6) 20 per 
cent Depreciation is to be written off the Patents; (7) 'Jhe interest on the Com¬ 
pany’s investments accrued as on December 31st 1914, but not received amounted 
to £120; (8) £250 is to be written off the Discount on Debentures Issue Account; 
(9) The Reserve for Bad and Doubtful Debts is to be increased to an amount 
equal to 5 per cent on the Trade Debtors; (10) Rates paid in advance and Insurance 
unexpired amounted to £40 as on December 31st, 191£; (11) The Investments, 
having depreciated in value, are to be written down to the extent of £2,000, which 
amount is to be transferred from the Reserve Fund; (12) Stock on December 31st, 
was valued at £6,410. 


Dr. Balances 


• 

£ 



£ 

Manufacturing Expenses 
Directors’ Fees 

1,284 

Leasehold Premises 

, # 

84,200 

1,250 

Calls in Arrear (Ordinary 

Rate's, Taxes and Insurance .. 

921 

Shares) 


500 

Carriage Outwards 

2,460 

Freehold Premises 


98,650 



Sales Returns 


129 

Cr. Balances 

£ 

Purchases 


16,856 

Sundry Creditors 

34,306 

Sundry Debtors 


9.580 

4% Debentures Account 

50.000 

Stock (31-12-13) 


8,786 

Reserve Fund 

30,000 

Patents 


1,500 

Leasehold Depreciation Fund 

1,500 

Plant and Machinery 


8,680 

Sales 

52,980 

Bills Receivable 


1,290 

Purchases Returns 

628 

Discount on Debenture Issue 


Profit and Loss Account 


Account 


1,250 

(31-12-13) 

9,650 

Salaries 


3,820 

Transfer fees 

100 

Advertising 


?,980 

Interest on Investments 

420 

Carriage Inwards 


1,196 

Bad and Doubtful Debts 


Investments 


7,264 

Reserve 

420 

Cash at Bank and in 

hand .. 

4,920 . 

5% Cumulative Preference 

' 

Manufacturing Wages 


10,860 

Shares 

30,000 

Debentures Interest 

Account 

1,000 

Ordinary Shares Account 

60,000 

Heating and Lighting 

• . 

628 





(London Chamber of Commerce.) 


EXERCISE 49 


Digby & Company, Limited, was formed on 1st January 1912, with a Nominal 
Capital of £20,000, divided into 10,000 Ordinary Shares of £1 each, and ,1,000 6 
per cent Preference Shares of £10 each, to acquire the‘business of William Digby 
to the credit of whose Capital Account the sum of £8,645 was standing when the 
business was transferred. The purchase price of the business was fixed at £10,000, 
to be discharged by the allotment of 5,000 Ordinary Shares and 500 Preference 
Shares in the Company. These shares were duly allotted as fully paid. The 
remaining shares were offered to the public and 2,500 Ordinary and 200 Preference 
were applied for and allotted, and, with the exception of 5 1 - per share on the 
Ordinary Shares, were fully called and paid up. In addition to the balances repre¬ 
sented by the above transactions, the balances below appeared in the books of the 
Company on 31st December 1915. Prepare Trading and Profit and Loss Accounts, 
also Balance Sheet, for the year, after making the adjustments:—(a) 10 per cent 
Depreciation to be written off Plant, Machinery and Fixtures; (b) Reserve, for- 
Bad Debts 21 per cent of the Sundry Debtors; (c) Reserve proportion of Rates 
and Insurance paid in advance, viz.:—£17-10-0 and £9 respectively; (d) Materials, 
value £15, had been used in the manufacture of new fixtures during the year and 
the wages paid in connection therewith amounted to £9; (e) Balance of Prelimi¬ 
nary Expenses Account is to be written off; (\) Stock, 31st December 1915, 
amounted to £3,963-16-4. 






3T4 
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s. 

d. 


£ ». d. 

Fuel and Power 

14 

9 

Purchases 

7314 15 2 

Stock (31-12-14) 

2,919 16 10 

Sales Returns 

416 16 11 

Purchases Returns 

314 12 

9 

Sundry Creditors 

2J.77 13 10 

Carriage on Purchases 

216 0 

4 

Preference Dividend (i 


Sundry Debtors 

5324 13 

4 

year to December 31st, 


Sales 

10,695 15 

1 

1914) 

210 0 0 

Insurance 

46 4 

6 

Manufacturing Expenses.. 

417 13 7 

Salaries 

915 10 

0 

Profit and Loss Account 


Discount Account (Debit 



(Credit Balance, 


balance) 

92 4 

1 

December 31st, 1914) .. 

352 4 9 

Directors’ Fees 

250 0 

0 

Travelling Expenses and 


Plant, Machinery and 



Commission 

311 3 7 

Fixtures 

3342 12 

6 

Office Expenses 

276 12 2 

Bills Payable 

1,012 7 

1 

Rent, Rates and Taxes .. 

317 15 2 

Preliminary Expenses 

101 6 

0 

Lighting and Heating 

42 19 0 

Manufacturing Wages 

1366 3 

2 

Cash at Bank 

1,752 15 11 

Carriage on Sales 

321 14 

5 

Cash in hand 

19 2 1 




(London Chamber or Commerce.) 


EXERCISE 50 

Rayon d’Or, Limited, has a Capital consisting of 100,000 Ordinary Shares of 
£1 each, upon which 2|6 per share was paid upon application, and 7|6 on allot¬ 
ment. As Secretary to the Company, the Directors instruct you to take all the 
necessary steps to call up the balance due upon the shares. State briefly how 
you would proceed; submit sketches of any special books or papers you would 
employ, and give the entries necessary to record the call in the books. 

(London Chamber or Commesce.) 


• EXERCISE 51 

Give suitable rylings for the Share Ledger of a Limited Company and enter 
therein the following particulars:— 

John Smith, Cork Merchant, 440 Austin Friars, E.C., applied on 2nd January, 
for 150 Ordinary Shares of £1 each, and forwarded the necessary 2s. 6d. per 
share with his application. 

On 12th January, John Smith forwarded a further 2s. 6d. per share on being 
informed by the Company that 150 Ordinary Shares (numbered 1 to 150) had been 
allotted to him. 

On 10th March, a call of 5s. per share was notified by the Company, and was 
duly paid by John Smith on his holding on 15th March. 

On 3rd April, John Smith told 100 of his shares (numbered 1 to 100) to 
William Brown, Hatter, 486 Bond Street, W., at 12s. 6d. per share, the transfer 
being in due course accepted by the Company. 

(London Chamber or Commerce.) 


EXERCISE 52 

A Company offers for subscription 2,50,000 shares of £1 each at a premium 
of 2s. 6d. per share, payable 5s. on application, 7s. 6d. on allotment, and the balance 
one month after allotment. Explain how you would deal with the various appli¬ 
cations as received, and what records you would keep of the transactions between 
the company and each separate, applicant up to the time of opening the Share 
Ledger. Give pro forma rulings of any special books that would be required. 

4 ( Insti t ute or Secretaries.) 

EXERCISE 53 

In response to the offer referred to in the above question, applications were 
received on 1st October 1906, for 300,000 shares. The Company went to allotment 
on die following day, when applications for 10,000 shares were declined and the 
deposits received on applications returned, applicants for 80,000 shares received 
only half the amounts of their respective applications, and the excess of their 
deposits was applied towards payment of the amount due on allotment The 
remainder of the applications were allotted in fulL Slow the Journal Entries to 
record the above, including the Cash items. * * - 


(Institute or Sscreembeb.) 
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EXERCISE 54 

On 1st January 1912, a Company, with a Nominal Capital of £20,000 divided 
into 10,000 Ordinary Shares of 451 each and 1,000 6 per cent Preference Shares 
of .£10 each, was formed to acquire the business of Albert Durand. It was agreed 
to allot as fully paid to the Vendor, as purchase consideration of the assets acquired, 
5,000 Ordinary Shares and 500 Preference Shares. On the 5th January 1912, die 
balance of the Ordinary Shares was issued to the public at a premium of 5|- per 
share, and 75 per cent of this issue was duly applied for, the terms of subscription 
being 10|- per share (including the premium) on application, 7|6 per share on 
allotment and the balance on 31st March. The Company carried out its agree¬ 
ment with Albert Durand, and went to allotment on 12th January. All cash due 
on application and allotment was paid with the exception of that due on allotment 
of 500 shares to Victor Verdier. These shares were forfeited by resolution of the 
Directors on 15th March 1912, and were re-issued on 22nd March to Hugh Dickson 
on payment of the amount due on the shares. Show how these transactions would 
appear in the books of the Company assuming that the call due on 31at March 
has been made, but that no cash has been received in respect of it. 

(Londoi^ Chamber or Cokkxrcx.) 


EXERCISE 55 

A. Edwards & Company, sold their business to a Company for the sum of 
£220,000, to be paid for by 125,000 £1 Ordinary Shares and ^395,000 in cash. Their 


assets consisted of— 

£ 

Freehold Land and' Buildings, valued at .. ., 28,000 

Machinery and Plant, etc. valued at 25,000 

Book Debts, certified by the Auditors at .. .. 45,000 

Stocks and Materials in progress, valued at .. 140,000 

Advertising Plates, etc. .. .. .. 25,000 

And their liabilities were— 


Trade Creditors .. .. * 40,000 

Loans on Mortgage .. .. .. 45,000 

The Capital of the Company was £250,000, consisting of 125,000 Ordinary 
'Shares of £1 each, and 125,000 6 per cent Preference Shares of £1 each, issued 
at 21s. a share. 

The Preference Shares were subscribed by the public as follows: — * 

On Application, Is. per share; on allotment, 2s. 6d. per share. 

On First Call, 10s. per share; on Second Call 7s. 6d. per share. 

Make the Journal Entries for the above transactions in the Company's books, 
.and set out the Balance Sheet thereafter. (Chartered Accountants.) 

EXERCISE 56 

John Brown’s Balance Sheet showed the following assets and liabilities:— 

Freehold Premises, £75,000; Stock, £50,000; Sundry Debtors, £35,000; Patent 
Rights, £10,000; Cash at Bank, £3,000; Sundry Creditors, £22,000; Bills Payable, 
£3,000. 

The Universal Machinery Company was fbrmed to purchase the business for 
the sum of £170,000, payable as to £50,000 in Ordinary Shares, £50,000 in Pre¬ 
ference Shares, £50,000 in 4 per cent Debentures, and the balance in Cash, the 
Company agreeing to take over the liabilities and assets of J. Brown with the 
exception of the Bank Balance. . 

The registered Capital of the Company was £200,000, divided into *100,000 Ordi¬ 
nary Shares of £1 each, and 100,000 Preference Shares of £1 each. The balances 
of these shares were issued tar subscription by the public, payable 5m. per dure 
upon application, 5s. per share upon allotment, and 10s. per ware one month after 
-allotment. 

.The Ordinary Shares were over-subscribed by 2,000 shares, tire Preference 
Shares were fully subscribed and, including the vendor’s, both the classes said 
the Debentures were duly allotted on 1st February. By 31st May, all cash had 
been received, except the amounts due on Allotment and Call Accounts with res¬ 
pect to 100 Ordinary Shares and 80 Preference Shares. The directors M paid 
the vendor the cash due to him; also £2500 on account of preliminary expenses, 
and declared forfeited the shares upon which allotment and call money were in 
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Give the Journal and Cash Book Entries which should appear for the above 
transactions and the Ledger Account for Forfeited Shares, 

(National Union or Teachers.) 


EXERCISE 57 

Chatenays, Limited, was registered with a Nominal Capital of £200,00 ;! ,, com¬ 
prising 100,000 each of Ordinary and 6 per cent Preference Shares of £1 each 
to purchase the old-established business ®f Abel Chatenay. The purchase price 
was agreed at £120,000 payable as to £30,000 in cash, £40,000 in Ordinary Shares 
of £1 each, and £50,000 in 6 per cent Preference Shares of £1 each. The com¬ 
pany was to discharge the liabilities of the old firm. The balance sheet of Abel 
Chatenay as on the date of purchase was as follows: — 


BALANCE SHEET 



£ 


£ 

Capital 

.. 100,000 

Freehold Works 

.. 36,000 

Creditors 

.. 14,040 

Machinery and Plant 

.. 37,860 

Bank Loan 

2,000 

Sundry Debtors 

.. 18,764 



Stock 

.. 22,440 



Cash in hand 

976 


*• £ 116,040 


£ 116,040 


The balance of both classes of share's was issued to the public and fully sub¬ 
scribed and paid up. 

Prepare the accounts necessary to record the above purchase in the company’s 
books, and give the initial Balance Sheet of the new company. 

(Royal Society or Arts.) 


EXERCISE 58 

On January 5 1914, W. J. Grant applied for, and was duly allotted, 500 Ordi¬ 
nary Shares of £1 each, in Horace Vernet, Limited. He paid 2s. 6d. per share on 
application and 5s. per share on allotment (February 5). He failed to pay the 
first (apd final) call of 12s. 6d. per share, made on August 4, 1914, and his Glares 
were consequently forfeited on January 15, 1915. On March 1, 1915, the Directors 
re-issued the 500 shares to Alfred Colomb, upon his undertaking to pay for them 
at the rate of 17s. 6rt. per share. Give the entries necessary to record these trans¬ 
actions. (London Chamber of Commerce.) 


EXERCISE 59 

On January 1st 1914, Excelsa Limited, offered for subscription 500 4 per cent 
Debentures of £100 each, repayable in five years at par. The price of issue was 
£98, payable as to £10 per Debenture on application, and the balance on March 
1, 1914. Applications were received for 600 Debentures, and 500 were duly allotted 
on January 3, 1914. The underwriting and costs of the issue amounted to £500. 
Give the entries which these transactions would necessitate and show how the 
issue would appear in the Balance Sheet of the Company as on December 31, 1914. 

(London Chamber of Commerce.) 


EXERCISE 60 

The Profit and Loss Account of Soleil d’Or, Limited, prior to the payment 
of debenture interest for the half-year to 31st December 1913, disclosed a profit 
£12,850 as on 31st December 1913. The Paid-up Capital of the Company consisted 
of £100,000, divided into 50,000 5 per cent Preference Shares of £1 each, and 
50,000 Ordinary Shares of £1 each. 100 Debentures of £100 each at 4 per cent 
had also been issued. The Directors made the undermentioned recommendations 
for the disposal of the above balance, which were approved by the Shareholders 
at the Annual Meeting:—(1) To pay the half-year’s interest to 31st December 
1913, due on the Debentures. (2) To pay the Preference Dividend for the half- 
year to 31st December 1913. (3) To pay a dividend for the year ended 31st Decem¬ 
ber 1913, of 10 per cent on the Ordinary Shares, free of Income-tax. (4) To 
transfer £5,000 to Reserve, raising that Account to £15,000 in all. (5) To carry 
forward the balance to next year. Show the entries necessary to record these 
transactions in the books of Soleil d’Or., Limited. 

(London Chamber of Commerce.) 
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EXERCISE 61 

How would you deal with the following in the financial books of a company 
(a) Cost of Issue of Debentures, which have been issued at a premium; (b) The 
losb sustained by issuing Debentures at a discount; (c) The dividend on 6 per 
cent Cumulative Preference Shares where there is a debit balance on the Profit 
and Loss Account? (Midland Counties Union.) 


EXERCISE 62 

Hie X Company, Limited, by its Articles of Association, is required to set aside 
and invest the sum of £1,000 per annum before declaring any dividends, in order 
to provide for the redemption of £40,000 Debentures redeemable in 25 years. At 
the end of that time, the instalments so set aside have accumulated at compound 
interest to £41,645. Hie investments have been sold add the Debentures repaid 
out of the proceeds of such sale. State how you would deal in the Company’s 
Balance Sheet with die credit balance of £41,645 representing the accumulation 
of die annual instalments. (Institute or Secretaries.) 


EXERCISE 63 

How would you deal with the following items when preparing the annual 
accounts of a limited company? (a) Interim dividend paid on ordinary shares 
of £3,000; (b) a Transfer of £5,000 of profit to reserve fund; (c) £1,000 expenses 
incurred in issue of £12,000 5 per cent debentures, repayable in 12 years from 
date of issue; (d) Arrears of dividend on cumulative preference shares. 

(Lancashire and Cheshire Institutes.) 

EXERCISE 64 

The Deacon Company, Limited, have a paid up Capital of £50,000 divided into 
50,000 shares of £1 each. It is decided to pay a bonus out of reserve of 4s. per 
share, and at the same time to issue a further 10,000 shares. Assuming that the 
new shares were taken up by the shareholders in proportion to their holdings in 
the Company and that the bonus was returned by the shareholders in payment 
thereof, draft the Journal and Cash Book Entries necessary to record these trans¬ 
actions. (Lancashire and Cheshire Institutes.) 

EXERCISE 65 

Hie following particulars have been extracted from the Balance Sheet of Soleil 
d'Or, Limited, as on 31st December 1915: 


Capital— £ 

Nominal: 10,000 5 per cent Preference Shares of £5 each .. 50,000 

100,000 Ordinary Shares of £1 each .. 100,000 

Issued : 5,000 5 per cent Preference Shares of £5 each .. 25,000 

50,000 Ordinary Shares of £1 each 50,000 

Reserve Fund £20,000; Profit and Loss Account. (Balance) .. 12,000 


During the year 1916, Resolutions were passed as follows:—(1) Converting 
the Preference Shares into Preference Shares of £1 each. (2) Declaring a bonus 
of 20 per cent on the Ordinary Shares to be provided as to £6,000 out of the 
Reserve Fund, and as to the remainder out of the Balance of Profit and Loss 
Account. The bonus to be satisfied by the issue of one fully-paid Ordinary Share 
for every five Ordinary Shares held. Give the Journal Entries for the above Reso¬ 
lutions, and show how they would affect the Balance Sheet of the Company as on 
31st December 1916. Assume that the profit for 1916 amounted to £4,000. 

(London Chakbek or Commerce.) 


EXERCISE 66 

A Company having a registered capital of £100,000 in £1 shares issued on 
January 1st, 1915, 60,000 shares at a premium of 2s. per share payable 10s. per share 
on application and 12s. on allotment, including (he premium. The shares were 
duly Subscribed and allotted on January 8, 1915. The Company acquired on the 
same date a business for £50,000 payable as to £40(000 in fully paid shares, and 
£10,000 in cash. The registration and formation expenses, which amounted to 
£2,000, were paid out of die premium on the shares, and the balance was carried 
to Reserve Fund. Make out toe Ledger Accounts necessary to record these trans¬ 
actions, also a Balance Sheet. (National Union or Teachers.) 





37S 


DOUBLE-KNTHY BOOK-KEEPING 


EXERCISE 67 

The Shareholder* of a Limited Company, resolved to convert 10,000 Cumula¬ 
tive Preference Shares of Rs. 100 each into 1,00,000 Cumulative Preference Shares 
of Rs. 10 each. They also resolved to convert 50,000 Ordinary Shares of Rs. 10 
each into 5,000 Ordinary Shares of Rs. 100 each. Pass the necessary Journal Entries 
to give effect to the above resolutions. 


EXERCISE 68 

A Limited Company was registered to take over a running concern as from 
1st January 1941. The Certificate of Incorporation was received on 1st April 1941. 
Hie account for the 12 months ending with 31st December 1941, disclosed that the 
total turnover for the whole period amounted to Rs. 1,20,000 of which, Rs. 40,000 
was for the first three mofiths. The gross profit for the year amounted to Rs. 48,000. 
The expenses for the year amounted to Rs. 12,144, which included Rs. 864 tor 
Preliminary Expenses, and Rs. 360 for the Director^’ Fees. Show how you will 
apportion the Profits prior to incorporation and those after incorporation. 

‘ EXERCISE 69 

A Limited Company declared a Bonus payable to its Shareholders, amounting 
to Rs. 60,000 from the Reserve Fund, and Rs. 40,000 from the Profit and Loss 
Appropriation Account/ The bonus, however, was dot to be payable in but 
was to be utilised in satisfaction of the Final Call of Rs. 20 per 'share, on 5,000 
Ordinary Shares, the resolution for which was duly passed by the Directors simul¬ 
taneously with the declaration of the'Bonus. Pass the necessary Journal Entries 
to give effect to the above. 


EXERCISE 70 

Pass the necessary Journal Entries to bring into record the following:— 

(a) The Issue of 1,000 Debentures of Rs. 100 each, at par, repayable at a pre¬ 
mium of 5 per cent after 10 years. 

(b) The Issue of 1,000 Debentures of Rs. 100 each at 5 per cent Discount, 
repayable at par after 10 years. 

(c) ,The Issue of 1,000 Debentures of Rs. 100 each at a discount of 5 per cent, 
repayable at a premium of 5 per cent after 10 years. 

Show also what provision need be made in respect of Redemption of Deben¬ 
tures in each of the above three cases. 


CHAPTER XVI 

DEPRECIATION AND RESERVE AND OTHER FUNDS 

Depreciation denotes permanent decline in the value of assets 
arising through wear and tear from the use of those assets in business. 
As the assets used for the purposes of business shrink in value from 
year to year, it becomes necessary that their hook values shnuld nlcn 
be written down accordingly, as otherwise they will be overstated and 
the Balance Sheet will fail to represent the correct financia l state of the 
business. Besides, as the loss by way of depredation results directly 
from the assets being utilised for the purpose of earning income, it is 
but fair that such a loss should be charged or set off against such income, 
in order to arrive at the true net profits earned during any stated period. 
It need hardly be stated that the loss arising by way of depreciation is 
over and above the amounts expended annually in respect of repairs 
and renewals which are necessary to maintain those assets in their state 
of original efficiency. 



DEPRECIATION AMO RESERVE A OTHER FUNDS 


m ' 


METHODS OF DEPRECIATION 

The following axe the several methods employed for charging 
depreciation:— 

(1) Fixed Instalment Method. 

(2) Reducing Balance Method. 

(3) Annuity System. 

(4) Depreciation Fund Method. 

(5) Insurance Policy Method. 

(6) Revaluation Method. 

FIXED INSTALMENT METHOD 

Under this method, a fixed proportion of the original cost of the 
asset is written off each year so that the asset account in question may 
be reduced to zero or its residual value at the end of a definite period 
representing its estimated life. This method can be usefully employed 
in case of assets like furniture and fixtures, short leases, etc., which 
involve little capital outlay, as the only thing that can be said in its 
favour is its simplicity. The amount chargeable in respect of depreda¬ 
tion under this method is constant from year to year. 


REDUCING BALANCE METHOD 

Under this method, depreciation is written off at a fixed rate per 
cent on the reducing balance of the asset account as appearing .at the 
commencement of each year, so as to bring down the book value of the 
asset to its residual value by the time the asset becomes useless for 
revenue-earning purposes. 'Dus method is usually adopted in case of 
plant and machinery. As the fixed rate is calculated on the diminishing 
balance of the asset each year, it follows that the amount chargeable to 
revenue in respect of depreciation will become less and less as the years 
progress. It needs to be remembered, however, that in case of an asset 
of the nature of plant and machinery, the amount to be expended there¬ 
on annually in respect of repairs and renewals becomes heavier as the 
asset grows older. The advantage of thi$ method of depredation, there¬ 
fore, lies in the fact that it tends to equalise the charge against revenue 
each year in respect of depreciation and repairs put together. For, 
whereas the amount of depreciation will be heavier during the earlier 
years, the same will be counter-balanced by the amounts expended on 
repairs being lighter, and as the years progress, whereas the charge for 
depreciation will be on the downgrade, the amounts chargeable in res¬ 
pect of repairs will become heavier as the asset grows older. 


Example 101 

The original coat of Fixtures and Furniture amounted to Rs. 4,000 end it- is 
decided to write off 5 per cent on the original cost as depreciation at the H of 
each year. Show the Ledger Account as it will appear during the first four years. 
Show also how the same Account will appear, if it was decided to write off 5 
per cent on the diminishing balance of the asset each year. 
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FURNITURE AND FIXTURES ACCOUNT 


Depreciated on the Fixed Instalment Method 


Year 

i 

! 

Re. 

Year 

i 

i 

Re. 

let 

To Bank .. .1 

4,000 

let 

| By Depreciation 

200 


i 


! 

i „ Balance c/d. 

3,800 


Re. 

4,000 


Re. 

4,000 

2nd 

To Balanee b/d. 

3,800 

2nd 

; By Depreciation 

200 





I „ Balance c/d. 

3,600 


Re. 

3.800 


[ Ra. 

3800 

3rd 

To Balaoce b/d. 

3,600 

3rd 

> By Depreciation 

' 200 





| „ Balance o/d. 

3.400 


Ra. 

3,600 


Re. 

I 

3,600 

4th 

To Balanee b/d. 

3,400 

4th 

By Depreciation 

»K) 





| „ Balance o/d. 

3,200 


Ra. 

3,400 

j 

! 

Re. 

3,400 

5tb 

To Balanee b/d. 

3,200 



1 


FURNITURE AND FIXTURES ACCOUNT 
Depreciated on the Diminishing Balance Method 

I 


Year 


Ra, a. jp. 

1st 

| To Bank 

4,000 0 0 


Rb. 

4,000 0 0 

2nd 

To Balance b/d. 

3,800 0 0 


R,. 

3.800 0 0 

3rd 

i To Balanoe b/d. 

i 

3,610 0 0 

I 

Rb. 

1 

3,610 0 0 

4th 

To Balance b/d. 

3,429 8 0 


Rs. 

3,429 8 0 

5th 

To Balance b/d. 

3,258 0 5 


DEPRECIATION FUND SYSTEM 


Year 


Ra. 

a. p. 

lat 

By Depreciation 

200 

0 

0 


„ Balanee o/d. 

3,800 

0 

0 

1 

Ra. 

4,000 

0 

0 

2nd 

By Depreciation ..J 

190 

"o" 

"o 


„ Balance c/d. ... 

13,610 

0 

0 


Ra. 

3,800 

1 ■- — 

0 

0 

3rd 

By Depreciation 

180 

8 

0 


„ Balance o/d. 

3,429 

8 

0 


Ra. 

3,610 

0 

0 

4th I 

By Depreciation ... 

171 

7- 

e* 

i 


„ Balance c/d. 

! 3,258 

0 

5 

t 

Ra. 

3,429 

8 

0 


l 


This system consists of not only bringing into account the annual 
loss sustained by the shrinkage in value of the assets utilised for the 
purposes of trade, but also provides fund for their replacement at the 
time when the old assets have to be discarded and have to be replaced 
by new ones, without in any way disturbing the financial condition of 
the business. The steps necessary to work this system are as follows 
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(1) Under this method, the asset account is allowed to stand in 
the books at its original cost from year to year. At the end of each 
balancing period, such a sum is debited to Depreciation Account and 
credited to Depreciation Fund Account which, if invested in gilt-edged 
securities from year to year during the life of the existing asset, will 
accumulate at compound interest to a sum required to replace the origi¬ 
nal asset at the time when it becomes useless. 

(2) When a corresponding amount is invested in outside securities, 

the entry will be to debit Depreciation Fund Investment Account and 
credit Bank. • 

(3) The periodical interest realised on these ear-marked securities 
will be debited to Bank and credited to Depreciation Fund Account and 
will also be invested in the same class of securities. The result of this 
procedure will be that by the time the existing asset has entirely worn 
out and has become useless for the purposes of the business, a fund 
will have been built up represented by specific securities which can be 
realised to supply the cash necessarily required to acquire a similar 
asset without in any way crippling the financial resources of the 
business. 

(4) On the Investments being realised, the entry will be 

Bank Dr. 

To Depreciation Fund Investment * 

Account 

(5) Any balance on the latter account will now represent profit 

or loss arising from the sale of these investments and will be transferred 
to Depreciation Fund Account. • 

(6) The amount realised on the sale of the discarded asset will 
be credited to th6 Asset Account concerned. 

(7) The Depreciation Fund Account will be closed by its balance 
being transferred to the Asset Account. 

(8) Any balance now left on the AsseL Account will represent an 
over or an under-estimate in respect of depreciation and will be trans¬ 
ferred to the Profit and Loss Account. 

(9) The cash realised on the sale of the specific investments will 
now be available for the purchase of the new asset. 

It needs to be mentioned that the amount which should be set 
aside each year to provide for the accumulation of a certain sum at 
compound interest at the end of a definite period is ascertained from 
ready-made Tables. 


Example 102 

A five years’ Lease has been acquired for Rs. 50,000, and it has been decided 
to provide for its annual depreciation as also for its replacement at the expiry 
of the term on the Depreciation Fund System. A reference to the Depredation 
Fund Tables shows that the annual amount to be provided for on the basis of 
5 per cent interest works out at Rs. 9,050. Show the necessary accounts affected 
if the decision is carried out during the five years. 
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DEPRECIATION ACCOUNT 


Year 


| Ra. 

Year 


Ra. 

1st 

To Depreciation Fond 
Aoeonnt Rt. 

9,050 

1st 

By Profit and Loas 

Aooonnt Ra. 

9,050 

2nd 

To Depreciation Fond 
Aoeonnt Ra. 

9,050 

2nd 

By Profit and Loaa 
Aooonnt Ra. 

9,050 

3rd 

To Depreciation Fond 
Aooonnt Ra, 

9,050 

3rd 

By Profit and Losa 

Aooonnt Ra. 

9,050 

4tb 

To Depreciation Fond 
Account Ra. 

9,050 

4th 

By Profit and Loas 

Account Ra. 

9,050 

5th 

To Depreciation Fond 
Aooonnt , Ra. 


5th 

i 

By Profit and Losa 

Account Ra. 

. 

9,050 


DEPRECIATION FUND ACCOUNT 


Year 

< 


Rs. 

Year 

t 

1 

l 


Ra. 

1st 

To Balance c/d. 


9,050 

1st 

l By Depreciation 
Account 

Rs. 

9,050 

2nd 

To Balance c/d. 

• • • 

18350 

2nd 

By Balanoe b/d. 

„ Interest 
„ Depreciation 
Aooonnt 

1 

• e • 

• » • 

9,050 

450 

9,050 



Rs. 

18,550 


i 

1 

Rs. 

18,550 

3rd 

To Balanoe c/d. 


28,525 

3rd 

By Balance b/d. 

„ Interest 
„ Depreciation 
Account 

eat 

18,550 

925 

9,050 



Ra. 

28,525 


i 

1 

Ra. 

28325 

4th 

To Balanoe e/d. 


39,000 

4th 

i 

1 

1 

By Balance b/d. 

„ Interest 
' m Depreciation 
Aooount 

• •a 

• • • 

a • a 

28,525 
! 1,425 

9,050 



Re. 

1 39,000 


• 

Rs. 

39/100 

5th 

To Balance o/d. 

• • • 

50/100 

5th 

By Balanoe b/d. 

„ Interest 
„ Depreciation 
Aooonnt 

ae* 

aaa 

39,000 

1,950 

9,050 



Ra. 

50,000 

A,.„— - ... -j 



Ra. 

50,000 


1 

■* 



By Balance b/d. 

aaa 

50/100 


DEPRECIATION FUND INVESTMENT ACCOUNT 


Year 

2nd 

To Bank 



1 

Year 

2nd 

By Balanoe e/d. 


Rs. 

9/100 

3rd 

To Balanoe b/d. 
Bank 

| 

aaa 

1 9.000 
9^00 

3rd 

By Balance c/d. 

eat 

18300 



Rs. 

j 18300 

, * 


Ra. 

18300 
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DEPRECIATION FUND INVESTMENT ACCOUNT—(Contd.) 


Tear 


Ra. 

Year 

J 


Rs. 

4th 

To Balance b/d. 

18300 

4th 

By Balance c/d. 

28300 


„ Bank 

10,000 





Rs. 

26300 


Ra. 

j 28300 

5th 

To Balance b/d. 

28300 





» Bank' 

10300 





Ra. 

39.000 


• 



Note*.—(a) The amount charged to revenue at the end of each year is invested 
at the commencement of the subsequent year and made to earn interest. Similarly, 
the interest realised on specific securities is invested in the same class of securities 
so that the Fund accumulates at compound interest. 

(b) To the Investments worth Rs. 39,000 as shown at the commencement of 
the fifth year, there will be added Rs. 1,950 for one year’s interest thereon and the 
instalment of Rs. 9,050 at the end of the fifth year, so that a fund of Rs. 50,000 
would be available for the acquisition of a new Lease. 


ANNUITY SYSTEM 

Under this method, interest at a fixed rate is calculated on the 
capital outlay involved in the acquisition of the asset, on the assump¬ 
tion that, if the same amount of capital was employed in some other 
investment, it would have earned a certain rate of interest. The 
owner of the business, therefore, during the period that he utilises any 
asset not only loses the original cost of that asset in shape of deprecia¬ 
tion, but also loses the interest thereon, and under the annuity system, 
the cost of the asset as also the interest thereon are written down 
annually by equal instalments until the book value of the asset in ques¬ 
tion is reduced either to zero or its residual value at the end of its use¬ 
fulness to the business. The amount to be thus written off will be 
ascertained from the Depreciation Annuity Tables, and the following 
entries will have to be passed at the end of each year. Interest at a 
fixed rate calculated on the opening balance of the Asset Account will 
be debited to the Asset Account and credited to Interest Account. The 
fixed amount as ascertained from the Tables will then be debited to 
Depreciation Account and credited to the Asset Account. This method 
can be used advantageously, chiefly in respect of long leases which gene¬ 
rally involve a considerable capital outlay. It will not be suitable for 
adoption in case of Plant and Machinery, as fresh calculations will have 
to be made each time any additions are mdde or any obsolete plant is 
discarded. Where it is desired not merely to write off an asset, but 
also to provide for its replacement at the time it becomes valueless, the 
Depreciation Fund System will be more suitable. 

Example 103 

A seven years’ Lease has been purchased for a sum of Rs. 60,000 and it is 
proposed to depredate it under the annuity method charging 4 per cent interest. 
Reference to the Annuity Method Depredation Table indicates mat the required 
result will be brought about by charging annually Rs. 9,996-8-11 to Dep redation 
Account. Show how the Lease Account will appear each of the seven years. 
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LEASE ACCOUNT 


Year 


i Rs. 

a. 

P- 

Year 

i 

i 

i 

Rs. 

a. p. 

1st 

To Bank 

.! 60,000 

0 

0 

1st 

j By Depreciation... 

9,996 

8 11 


„ Interest 

2,400 

0 

0 


j „ Balance o/d. ... 

52,403 

7 1 


Rs. 

: 62,400 

0 

0 


Rs. 

62.400 

U 0 

2nd 

To Balance b/d. ... 

52,41(3 

T 

T 

2nd 

I By Depreciation ... 

y,w96 

8 11 


„ Interest 

•! 2,096 

2 

3 


„ Balance c/d. . M . 

j 

44,5* >3 

0 5 


Rb. 

j 54,499 

9 

4 


Rs. 

54,499 

9 4 

3rd 

To Balance b/d. ... 

; 44,503 

U 

T 

3rd 

By Depreciation ... 

9,996 

8 11 


„ Interest 

! 1,780 

1 

ii 


„ Balance o/d. ... 

36,286 

9 5 


Rs. „ 

46,283 

2 

4 


| Rs. 

46.283 

2 4 

4th 

To Balance b/d. ... 

36,286 

T 

T 

4th 

1 By Depreciation .. 

' 9.996 

8 11 


„ Interest 

! l,4ol 

7 

5 

i 

t 

„ Balance c/d. ... 

27,741 

7 11 


Rs. 

I 37,738 

0 10 

| 

i 

Rs. 

37.738 

0 10 

5th 

To Balance b/d. ... 

i 27,741 

7 11 

5th j 

By Depreciation .. 

9.996 

8 11 


„ Interest 

, 1,109 10 

7 

J 

„ Balance o/d. ... 

18.8 >4 

9 7 


Rs. 

1 28,851 

2 

6 

1 

i 

Rs. 

28 851 

2 6 

6th 

To Balance b/d. .. 

' 18,8o4 

T 

'T 

6th | 

By Depreciation ... 

9,996 

8 11 


, „ Inter as t 

764 

2 11 | 

i 

„ Balance c/d. .. 

9,612 

3 7 


Ra. 

, 19.608 12 

6 

i 

1 

Rs. 1 

19 6"8 12 6 

7th 

To Balance b/d. ... 

! 9,612 

3 

7 

7th ! 

By Depreciation ... 

9,996 

8 11 


„ Into lest ..i 

384 

5 

4 

l 

i 





Rs. 

9,996 

8 

il 

i 

j 

Rs. 

9.9% 

8 11 






1 



-- 


INSURANCE POLICY METHOD 

In some businesses, rather than investing the annual amount in gilt- 
edged securities to provide for the Depreciation Fund as above 
explained, a Policy will be taken out with an insurance company which 
will agree to pay a definite sum of money at the end of a specified period 
in return for a certain annual premium payable to them during the 
period of the policy. The entries under such a circumstance will be as 
under: — 

(1) Depreciation Account Dr. .. 

To Depreciation Fund Account 
(To bring into record the annual loss 
arising from depreciation of the asset.) 

(2) Depreciation Fund Policy Account Dr. .. 

To Bank 

(For the amount of annual, pr emium 
paid.) 

Note .—The above two entries will have to be passed every year 
during the continuance of the policy. 

(3) Bank Account Dr. .. 

To Depreciation Fund Policy Account 
(To record the amount realised on 
maturity of the policy.) < 






DEPRECIATION AND RESERVE & OTHER PONDS 38$ 

(4) Any difference on Depreciation Fund Policy Account will now 

be transferred to the Depreciation Fund Account 

(5) Bank Account Dr. .. 

To the Asset Account 
(To record the break-up value rea¬ 
lised on sale of the discarded asset.) 

(6) The Depreciation Fund Account will be closed by transfer of 

the balance to the old Asset Account. 

(7) The balance on the old Asset Account, whichever side it may 

fall, will be transferred to Profit and *Loss Account. 

(8) The cash realised on maturity of the policy will now enable a 

new asset to be acquired without disturbing the other cash 
resources of the concern. 

REVALUATION METHOD 

This method is resorted to in case of assets which call for special 
consideration, such as live stock, loose tools, patents, copyrights, pat¬ 
terns, casks, packages, bottles, etc., and where no other method can be 
employed to secure satisfactory results. At the end of each financial 
period, the assets are revalued, and the difference between the book 
value and the revaluation amount is debited to Depreciation Account 
and credited to the Asset Account. If, however, the revaluation figure 
represents an excess over the book value of the asset, *the difference 
would represent profit, and such gain being of a temporary nature need 
not be brought into account. 

RESERVE FUND AND RESERVE ACCOUNT 

• 

A Reserve Fund may be defined as a sum set aside out oi divi¬ 
sible profits and retained in order to provide for Unexpected or unknown 
future losses, or to equalise dividends, or to strengthen the financial 
position of the concern. In other words, it is a surplus created out Of 
distributable profits representing the amount by which the assets of a 
concern exceed the sum of its paid-up capital and liabilities, provided 
the assets and liabilities are properly valueo on the basis of a going 
concern. 

A Reserve Fund cannot exist, side by side, with the debit balance 
on Profit and Loss Account. In the event of the Profit and Loss Ac¬ 
count showing a debit balance, at any subsequent date, the Reserve 
Fund must automatically disappear to the extent of the deficiency, as 
otherwise, it would be a contradiction in terms to state on one side of a 
Balance Sheet, an item representing a deficiency on Profit and Loss 
Account, and on the opposite side, an item representing a surplus 
created out of Reserved Profits. 

In the absence of special Articles to the contrary, the directors may 
transfer the whole or any portion of the Reserve Fund to the credit of 
Appropriation Account for the purpose of increasing the amount of 
profits available for dividends. 

A Reserve or a Reserve Account is a provision for some known 
or expected loss, such as “ Reserve for Bad Debts ”, “ Reserve for Dis¬ 
counts ”, “ Reserve for Repairs and Renewals ”, “ Reserve for Disputed 
Claims ”, etc. It is not, therefore, a surplus—it is not represented by 
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assets—and it is not available for dividends. While a Reserve Fund 
is formed as a result of appropriating profits, a Reserve Account is 
created by making a charge against Revenue before true profits can be 
ascertained. Whereas it is impossible to create a Reserve Fund except 
out of divisible profits, a Reserve may be provided even during periods 
when a loss has been sustained. If these “ Reserves ” were designated 
“Provisions” and were always shown by way of deduction from the 
particular assets the loss on which they are intended to cover, no one 
could then mistake a “ Provision for Bad Debts ” or a “ Provision for 
Renewals ” for a Reserve Fund. 

t 

INVESTMENT OF RESERVE FUND 

An idea seems to prevail that a Reserve Fund is improperly so 
called unless it be invested in ear-marked securities. This seems to 
be quite erroneous. Although in some cases it undoubtedly is very 
desirable to invest moneys in specific securities to represent the Reserve 
Fund, so that an easily realisable asset may be available when required, 
yet in reality the form of the asset has nothing to do with the existence 
of a Reserve* Fund. A Reserve Fund may be merged in the general 
assets of the company. The only true test as to the existence of a 
Reserve Fund is (a) whether it is obtained by a reservation of profits 
which would otherwise have been distributed, and (b) whether it repre¬ 
sents a clear surplus of assets over capital and liabilities. The question 
of employment of the amount representing the Reserve Fund—i.e., 
whether invested outside or employed within the business, is a matter 
of policy for the management to consider and does not affect the reality 
of the Reserve Fund. If the concern is in need of more working capital, 
then it is clearly expedient that the surplus representing the “ reserved 
profits” be allowed to remain in the business. For instance, where a 
company has an overdraft on which it has to pay 6 to 7 per cent inter¬ 
est, it would be sheer folly not to pay off such a liability but to lock 
up the Reserve Fund amount in gilt-edged securities yielding from 4 
to 5 per cent interest. On the other hand, if it appears that an addi¬ 
tional working capital cannot be usefully and profitably employed in 
the business, then the only proper and reasonable course would be to 
invest the reserved profits in gilt-edged securities outside the business. 

SINKING FUND 

A Sinking Fund .is a fund created with the object of providing 
means for the redemption of liabilities like Debentures or any other 
loan. It is formed by setting aside, half-yearly or yearly, a fixed sum 
of money for a definite period, such sum to be invested at compound 
interest, s6 that at the end of the period the annual amounts, with 
accumulations of interest, will be sufficient to discharge a prescribed 
loan. In such a case, the amount set aside should not be debited to 
Revenue Account, but to a Net Revenue Account or Profit and Loss 
Appropriation Account, as being rather in the nature of an allocation of 
profits than a charge against them. 

The term Sinking Fund is often wrongly applied to what is really 
a provision for the replacement of a wasting asset, invested in liquid 
assets apart from the business, so (hat cash may be available at a time 
when the original asset has to be replaced, without severely dislocating 
the concern. The amount thus set aside each year is a charge against 



m 


DBFKECXATXQN AKD fCSttMtt Ik OTHXR SOSOS 

revenue and not an allocation of profits. It would be clearer If tile 
term Sinking Fund was used only in connection with the provision for 
the repayment of a future liability and not in connection with tile rene¬ 
wal of an asset The expression Replacement and Renewal Fund would 
be more appropriate in the latter case. If, however, it is desired to 
use the term Sinking Fund in either case, it may be suggested that the 
item be made a little bit more explicit in the Balance Sheet—thus “ Sink¬ 
ing Fund for Redemption of Debentures” or “Sinking Fund for Re¬ 
placement of Machinery ”, etc. 

It would be clearly seen from the above that ^he essence of distinc¬ 
tion between a Reserve Fund and a Sinking Fund lies in this, that where¬ 
as a Reserve Fund is maintained as a measure of prudence, and the 
amount representing it may or may not be invested in outside securities 
as may be found financially desirable, a Sinking JFund being created to 
meet a known liability at a definite future date is a measure of neces¬ 
sity, and should always be invested outside the business. 

The advantages of maintaining a Sinking Fund* quite distinct from 
a Reserve Fund are: — 

(1) That it draws attention to the fact that investments represent¬ 
ing this Fund are acquired with a definite object in view; and 

(2) That this Fund is not to be utilised for the purpose of equali¬ 

sing dividends, or for any other object than the one for which it was 
created. • 

DIVIDEND EQUALISATION FUND AND DEPRECIATION FUND 

A Dividend Equalisation Fund is created by setting aside a portion 
of distributable profits in good years as a provision for less prosperous 
years, so that whenever the company may not make sufficient profits 
to enable it to declare the usual dividend, it may have recourse to this 
Fund. The amount representing this fund need not necessarily be 
invested in outside securities. Even where there is no specific Divi¬ 
dend Equalisation Fund, a company can always draw upon its Reserve 
Fund, if any, for the purpose of equalising dividends. 

A Depreciation Fund is created when it is desired not only to charge 
off the annual depreciation of a fixed asset to the revenue account each 
year but also to provide for a fund by means of investing a correspond¬ 
ing sum each year in gilt-edged securities which, # if allowed to accumu¬ 
late at compound interest, will help towards the replacement of the 
asset at the end of its life, by realising the specific investments. 

The difference between a Dividend Equalisation Fund and a Depre¬ 
ciation Fund arises this way that whereas the former is created by 
charging an available sum to Profit and Loss Appropriation Account, the 
latter is created by a charge on the Profit and Loss Account. Whereas, 
the creation of a Dividend Equalisation Fund must necessarily depend 
on the surplus profits available after the payment of usual dividends, 
the amount in respect of depreciation on fixed assets must be charged 
to the Profit and Loss Account before arriving at the net profit or the 
net loss each year. Again, whereas the Dividend Equalisation Fund 
may or may not be represented by specific investments, as that would 
necessarily depend upon the financial state of the company, the amount 
representing tine Depredation Fuad must be invested in gilt-edged seen- 
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rities so that these may be realised immediately the need for replace¬ 
ment of the asset arises, without in any way disturbing the financial 
resources of the company. 

Note .—The item of Depreciation Fund which usually finds place on the liabili¬ 
ties side of a company Balance Sheet, does not appear amongst the Funds in the 
prescribed Balance Sheet under the Indian Companies Act. The reason is that 
under the heading of “Fixed Capital Expenditure’’ on the assets side, the pre¬ 
scribed Form requires the total depreciation written oft each asset to be shown by 
way of deduction from that asset, in order to clearly indicate the net present value 
of each asset on the basis of a going concern, in the outer column. 

INVESTMENT FLUCTUATION FUND 

This Fund is usually to be found on the liabilities side of the 
Balance Sheets of Banks, Insurance Companies and other concerns 
which invest their surplus capital to a considerable extent in Public 
Funds and other gilt-edged securities. It is a reserve created to pro¬ 
vide for the loss by way of fluctuation in the values of these Invest¬ 
ments. At each balancing time, the market values of the investments 
are ascertained, and if the total market value is less than the total 
cost price, the fall in value is provided by debiting Profit and Loss 
Account and crediting the Investment Fluctuation Fund Account. 

The Prescribed Form of Balance Sheet under the Indian Compa¬ 
nies Act does not include such a Fund on the liabilities side of the 
Balance Sheet as it presupposes the provision in respect of depreciation 
on the Investments to be shown as a deduction from their cost, on the 
assets side of the Balance Sheet. 

FIRE OR MARINE INSURANCE FUND 

Instead of paying premium to insurance companies for insuring 
their assets against fire or marine risks, some companies insure their 
own risks and create reserves for this purpose. They, therefore, set 
aside each year such a sum as would represent an adequate premium 
for the amount of the risk covered, charging the same to Revenue and 
crediting it to' Insurance Fund Account. A corresponding sum is then 
invested in gilt-edged securities which are car-marked for this purpose. 
The balance of the Insurance Fund goes on increasing till it represents 
a fair and reasonable reserve for the risks indicated. This reserve is, 
therefore, a provision against loss and not a general reserve, although 
it might in course of time partially represent the latter to the extent by 
which it would exceed the amount fairly and reasonably necessary for 
the purpose for which it was intended. 

REPAIRS AND RENEWALS RESERVE 

The object of such a Reserve is to equalise the annual charge against 
Profit and Loss Account for Repairs and Renewals of Machinery and 
Plant. The cost of repairs necessary to keep the Machinery in proper 
working order naturally increases year after year, as the machinery 
grows older, and as a result thereof, although the concern gets equal 
benefit out of the use of this asset each year, the Profit and Loss Account 
is burdened with a heavier charge in respect of repairs or renewals 
during the latter years of the life of such asset. It is in order to equalise 
this charge to revenue, that some companies maintain a Repairs and 
Replacements Reserve. An average amount likely to be spent by way 
•of repairs on the asset each year is estimated, and this fixed sum is 
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charged to Profit and Loss Account each year and credited to Repairs, 
and Replacements Reserve. The actual repairs of each year are, ip 
this case, set off against this Reserve. 

CAPITAL PROFITS AND CAPITAL RESERVE FUND 

Sometimes, a Capital Profit is made by a Company by way of appre¬ 
ciation in the value of its land, building or other fixed asset, or arising 
from the sale of any of its fixed assets. Such Capital Profits are trans¬ 
ferred to Capital Reserve Fund. The question as to whether such 
Capital Profits are divisible has been settled in Foster v. The New 
Trinidad Lake Asphalte Company Ltd. In this case, it was decided that 
Capital Profits are available for distribution in shape of dividends, sub¬ 
ject to the following conditions:—(a) that the Memorandum and 
Articles do not prohibit such a distribution, (b) that such profits are 
actually realised, and (c) that such profits remain after a revaluation of 
the whole of the assets. 

Further, profits arising from re-issue of Forfeited Shares, Premium 
on Shares or Debentures, and Profits prior to Incorporation are usually 
transferred to Capital Reserve Fund, as such earnings are extraneous 
to the usual course of the Company’s business and should not, there¬ 
fore, be distributed as dividend from the view-point of sound finance 
and accounting. Moreover, it would be illegal to do so, if the Company’s 
Articles prohibit distribution of such profits. There would, however, 
be nothing wrong or illegal if such Capital Profits are first utilised in 
writing down or wiping off such fictitious assets as Preliminary Expen¬ 
ses, Underwriting Commission, Discount on Debentures or Cost of Issue 
of Debentures. They can even be utilised in reducing or wiping off 
the book value of Goodwill which is an asset of a fluctuating character, 
or may be set off to reduce or wipe off capital losses. • 

QUESTIONS ON CHAPTER XVI 

1. Why should Depreciation on Fixed Assets be brought into 
account ? 

2. Enumerate the several methods of providing for Depreciation. 

3. How does the Diminishing Balance Method differ from the Fixed 
Instalment Method, and in what cases is the former method preferable 
to the latter ? 

4. Explain fully the Depreciation Fund Method and the distinct 

advantage arising from its use. • 

5. What do you understand by the Annuity Method of 
Depreciation ? 

6. What entries should be passed annually where the Annuity 
Method of. Depreciation is employed ? 

7. Give fully the necessary entries in regard to the working of 
the Depreciation Fund Method, 

8. Give the entries in a case where the Depreciation Fund is repre¬ 
sented by an Insurance Policy. 

9. Under what circumstances would you advise the use of the re¬ 
valuation method for the purpose of arriving at the Depreciation ? 

10. Explain the difference between a Reserve Fund and a Reserve 
Account. 
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11. Should Reserve Fund be necessarily invested in Gilt-edged 
Securities ? 

12. What is a Sinking Fund, and how does it differ from a Reserve 
Fund ? 

13. How does a Dividend Equalisation Fund differ from a Sinking 
Fund ? 

14. What do you understand by Investment Fluctuation Fund ? 

15. Explain the working of Fire or Marine Insurance Fund. 

16. What purpose is served by a Repairs and Renewals Reserve ? 

17. Give an instance of Capital Profits. 

18. What is a Capital Reserve Fund, and to what purposes should 
it be employed ? 

19. Give Ledger Accounts illustrating the depreciation of an asset 
under the Depreciation Fund Method. 

20. Illustrate by means of Ledger Accounts the working of the 
Annuity System of Depreciation. 

EXERCISE 1 

In a manufacturing concern, Machinery was bought for Rs. 45,000j- and its 
life was estimated to be ten years. Its break-up value at the end of the period 
was estimated at Rs. 5,000|-. Show the Machinery Account for the first five years 
writing off Depreciation on the Fixed Instalment System. 

« 

EXERCISE 2 

Machinery was bought for Rs. 40,000'- with an estimated life of 10 years. 
Write off 10 per cent Depreciation each year on the Diminishing Balance System 
and show the Ledger Account for the first 5 years. At the commencement of the 
third year, a new Machine worth Rs 5,000, - was added. 

EXERCISE 3 

Stock of Loose Tools at the commencement of the financial period in an Engi¬ 
neering firm was ascertained at Rs. 9,700|-. At the end of the financial year, these 
have been re-valued at Rs. 8,000|-. Explain how you would deal with the situa¬ 
tion. Assuming that the Loose Tools were found to be worth Rs. 12,000|- at the 
end of the financial period, how would you deal with the excess? 

EXERCISE 4 

A manufacturing concern decided to create a Repairs and Renewals Reserve 
Account by charging to Revenue with a fixed sum of Rs. 4,500)-, The actual 
amounts expended on Repairs and Renewals for the first 5 years were Rs. 14100) -; 
Rs. 1,900|-; Rs. 3,400)- ; Rs. 4,800!- and Rs. 5,900'- respectively. Pass the neces¬ 
sary Journal Entries and show the Ledger Accounts and how the Repairs and 
Renewals Reserve will appear in the Balance Sheet each year. 

EXERCISE 5 

A Lease costing Rs. 18,000)- was acquired for a term of 5 years. It was decided 
to depreciate it on the Annuity Method calculating interest at 5 per cent per annum 
and charging Rs. 4,156-10-3 each year to Revenue Account as Depreciation. You 
are required to give the Journal Entries and the Lease Account for the 5 yean. 

EXERCISE 6 

A Limited Company purchases a five yean’ Lease of Premises for a sum of 
Rs. 43,000)- and decides to provide Depreciation by means of a Depreciation Fund 
oi five annual instalments of Rs. 8,0001- which are invested at 4 per cent Compound 
Interest. Show the relative Ledger Accounts for each of the five yean together 
with their corresponding Journal Entries. 
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BX8RCISE 7 

A limited Company acquiree a five yean* Lease of Premise* for Its. 43,000]- 
and takes out a Depreciation Fuad policy for the amount maturing at the end 
of the fifth year- The annual Premium payable by the Company is Be. 8,2001-. 
Slow the necessary Ledger Accounts concerned for each of the five year* together 
with Journal Entries, assuming that the Policy money Is realised at the expiry 
of the Lease. 


EXERCISE 8 

A five years’ Lease of Premises costs Rs. 20,000[- and it is decided to charge 
depreciation by Annuity Method, interest being calculated at 5 per cent per annum. 
Show the Lease Account for five years assuming that the annual amount chargeable 
to Depreciation works out at Rs. 4,619-12-0. ^ 

EXERCISE 9 

On 1st January 19... the Original Equipment of Plant and Machinery by a Com¬ 
pany costs Rs. 75,000]-; further additions were made amounting to Rs. 5,000]- in 
July of die second year and of Rs. 8,0001- in April of the third year. Show how 
you would deal with such additions for the purpose of writing off Depreciation 
at 10 per cent on the Fixed Instalment System. Show also how Depredation will 
be calculated on the Diminishing Balance System at the same rate per amt. 


CHAPTER XVII 

CAPITAL AND REVENUE EXPENDITURE, RECEIPTS 
AND PAYMENTS AND INCOME AND 
EXPENDITURE ACCOUNTS 

CAPITAL AND REVENUE EXPENDITURE 

The distinction between Capital and Revenue Expenditure most 
vitally affects the fundamentals of accounting, and it is highly essential 
therefore, that the proper adjustment of these items must receive dose 
and careful attention at the time of preparation of Final Accounts. In 
view of the fact that in so constructing the Final Accounts all revenue 
items would have to be included in the Revenue Account, i.e., the Profit 
and Loss Account, and all items of Capital Expenditure will form part 
of the Balance Sheet, it follows that this distinction would need to be 
most rigidly observed inasmuch as any incorrect adjustment or alloca¬ 
tion in this behalf would falsify the final results as disclosed by both 

the Profit and Loss Account and the Balance Sheet. 

• 

All expenditure which results in the acquisition of permanent assets • 
which are intended to be continually used in the business for the pur¬ 
pose of earning revenue is Capital Expenditure. Further, any amount 
expended which tends to extend or improve existing assefc, so as to 
enhance their revenue-earning capacity by increasing production or re¬ 
ducing cost of production may rightly be treated as Capital Expendi¬ 
ture. Thus, the cost of Land, Building, Plant, Tools, Fixtures and 
similar assets acquired by any concern by way of permanent equip¬ 
ment, so that with the help of these the business may be carried on, 
would be treated as Capital Expenditure. 

All establishment and other expenses incurred in the conduct and 
administration of the business come under the heading of Revenue Ex¬ 
penditure. Further, all expenses incurred by way of repairs, replace- 


392 


DOfJBUHomnr book-keephtg 


meats and renewals of existing assets, which do not in any way add 
to their earning capacity but simply sente to maintain the original equip¬ 
ment in an efficient working order are properly chargeable to revenue 
Thus, office salaries, rent, taxes, insurance, advertising and other 
expenses incidental to the carrying on of a business, as also amounts 
expended cm repairs to assets forming part of permanent equipment 
would be treated as items of Revenue Expenditure. 

Note .—It is important to note that whereas all items of Capital Expenditure will 
be included in the Balance Sheet, all Revenue items will find their place in the 
Revenue Account, i.e. the Profit and Loss Account 

EXCEPTIONS TO ABOVE RULES 

The following are exceptions to the above general rules: — 

Legal Costs and Architect’s Fees. —These are, as a rule, revenue 
charges; but Legal Charges and Stamp Duty paid for conveyancing on 
acquisition of a property, and Architect’s Fees paid for supervising con¬ 
struction of a property can be capitalised, as they form an additional 

cost of the asset acquired. 

« 

Brokerage and Stamp Duty. —Normally, these are revenue items; 
but brokerage paid on acquisition of a property or on purchase of shares, 
stocks or other securities, as also the stamp duty involved thereon can 
be treated as an additional cost of the purchase and capitalised. 

Parliamentary Expenses. —Parliamentary Expenses incurred in pro¬ 
moting Bills for granting licences to Railways, Tramway Companies, Gas 
Works, Electric Lighting Companies and such other concerns, are capi¬ 
talised under special Acts. 

Productive Wages. —This is a revenue charge; but in a manufac¬ 
turing. business where the firm’s own men are employed in making 
extension to the factory building, or in erecting plant or manufacturing 
tools for own requirements, the wages paid for such purposes would be 
capitalised. 

Repairs. —Repairs and Renewals are normally treated as items of 
revenue expenditure; but if an old property has just been acquired in 
a dilapidated state, and an amount is expended to put it into a tenanta- 
ble condition, the same can rightly be added to die cost of the asset. 
Similarly, if an old machine is purchased, and a sum is spent by way 
of repairs and replacements to put it in running order and thus render 
it revenue-earning, the same can fairly be treated as an additional cost 
of the machine. 

Advertising. —Ordinarily, amounts expended on advertising own 
factory products or other goods dealt in with a view to enhance the 
sales, are chargeable to revenue. But where a newspaper concern ex¬ 
pends abnormally heavy amounts on advertising in the beginning of 
its career, or where a manufacturing concern advertises largely its 
patented products at the initial stages of the business, this may have 
the effect of creating a future goodwill, and the sums expended may 
be capitalised. 

Interest.—Although, ordinarily, a revenue charge, interest paid by 
public-utility concerns on subscribed capital, duxing construction of 
works, is allowed to be capitalised by statute, under certain terms and 
conditions. 
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Freight and Carriage .—This is a revenue charge; hut freight or 
carriage paid on. a newly-acquired plant or similar fixed asset will form 
additional cost of the asset in question and will be capitalised, 

Development Expenses .—In concerns like Collieries, Mines, Tea, 
Rubber and other Plantations, all revenue expenses incurred during the 
period of development and upto dm time they begin to earn are charged 
to Capital. 

Preliminary or Formation Expenses .—These are initial expenses 
incurred in connection with the formation of a public company and the 
obtaining of the share capital. These expenses, although revenue in 
their nature, are allowed to be capitalised and can* be shown as an asret 
in the Balance Sheet, under the Indian Companies Act. There is 
nothing, however, to prevent their being written off against profits over 
a period of years, and it would he sound and prudent to do so, provided 
there are sufficient profits to write these off. * 

Underwriting Commission or Brokerage on Shares.—-These items 
are equally of a revenue nature as above, but are allowed to be capi¬ 
talised, and can be shown in a Company Balance Slwtet as an asset under 
the Indian Companies Act. 

Cost of Issue of Debentures or Discount on Issue of Debentures .— 
This item represents expenses or loss arising at the time of issue of 
Debentures by a Public Company, and although revenue by nature, it 
is allowed to be temporarily capitalised and apportioned equally over 
the number of years for which the Debentures are to run. 

Additions to Leasehold .—Addition to a Leasehold Building is a 
capital expenditure and can be debited to Leasehold Account. But the 
cost of the original Lease as also the cost of additions thereto must be 
charged off to revenue'equitably over the period covered by the .Lease¬ 
hold. 

Expenses Relating to Patents .—All expenses relating to experi¬ 
menting and subsequent acquisition of Patents including the Patent 
Agent’s Fees are allowed to be capitalised, but fee paid for Renewal 
of Patents is a revenue charge. 

STRUCTURAL ALTERATIONS OR IMPROVEMENTS 
TO EXISTING ASSETS 

Where structural alterations are made on a property to satisfy local 
by-laws, but which do not in any way add to the revenue-earning capa¬ 
city of the asset in question, or where alterations have to be made on 
a roof to prevent leakage of rain water, the amount spent should be 
charged to revenue. Thus, if additional emergency exits have to be 
constructed in a theatre under the rules qf local authorities, the cost 
should be charged to revenue. But, where alterations are done to any 
existing plant whereby itSs efficiency or capacity is increased, such cost 
may fairly be capitalised. Similarly, if a theatre or cinema-hall is re¬ 
furnished or structural alterations are done thereto whereby its attrac¬ 
tiveness and comfort are considerably added to, so as to result in an 
additional revenue, the amount expended will be treated as Capital Ex¬ 
penditure; hut if the expenditure is by way of repainting and putting 
the property in thorough repairs, the same must be charged off to 
revenue, although an abnormal amount having been spent in this manner 
may he treated as a Deferred Revenue Expenditure item and spread 
over a reasonable number of years. 
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It happens sometimes, that an amount is expended on an existing 
asset, and whereas the whole of it cannot on the one hand he treated 
as capital expenditure, it cannot equally be dealt with in its entirety 
as a revenue charge. Under such a circumstance, it will have to be 
most carefully apportioned between capital and revenue, and for the 
purpose of such a dissection, the basis of apportionment would be as 
follows. To the extent to which the expenditure results in enhancing 
the revenue-earning capacity of the existing asset, it can safely be treated 
as capital expenditure, and the balance may be charged off to revenue. 
In so dissecting the expenditure, it has always been regarded as sound 
and desirable to err on the safe side by charging a proportionately larger 
sum to revenue than'would be justified from the results, in order that 
the asset account concerned may not be shown in the books at anything 
more than its real value. A good illustration on this point may be 
quoted. Some extensive alterations were done recently to a Cinema 
Theatre Building. Apart from important structural alterations, the 
entire property was put in thorough repairs, and the interior of the 
theatre including the sitting accommodation was absolutely re-furnished 
and made more attractive and comfortable. This resulted immediately 
in a substantial increase in revenue. A careful analysis of the total 
sum expended elicited the fact that only 16 per cent of the total expen¬ 
diture related to repairs and re-painting and that 84 per cent represented 
improvements to building and cost of re-furnishing. It was then decided 
to treat 20 per cent of the entire expenditure as a revenue charge and 
capitalise 80 ppr cent. The book value of the old assets abandoned had 
naturally to be written off, but as this sum as also the 20 per cent to 
be charged to revenue amounted to an abnormally heavy burden on 
the Profit and Loss Account, the same had to be distributed over a 
period of three years. 

t 

USUAL ITEMS OF REVENUE EXPENDITURE 

The following is a list of the usual items of Revenue Expenditure : — 

1. All expenses incurred in the ordinary conduct and administra¬ 
tion of the business, such as Rent, Salaries, Wages, Insurance, 
Advertising, etc. 

2. Expenses incurred by way of repairs, renewals, and replace¬ 
ments for the purpose of maintaining the existing permanent 
assets of the business such as Works Building, Plant, Machinery, 
Tools, Fixtures, etc., in a state of original working efficiency. 

3. Cost of goods'bought for re-sale. 

4. Cost of Raw Materials and Stores acquired for consumption in 
course of manufacturing. 

5. Whges paid for manufacture of products for sale. 

6. All other amounts expended in the manufacturing and distri¬ 
bution of the products handled. 

7. Loss arising from wear and tear and obsolescence of assets 
utilised in business. 

8. Annual amount to be written off the Lease. 

9. Interest on Loans borrowed for business. 

10. Loss arising from sale or Fixed Assets. 

11. Annual fees paid for renewal of patents. 
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12. Maintenance of Office Car or Motor Van including replacement 
of Tyres, Tubes, Wheels, etc* 

13. Maintenance of Electric lights and Fans. 

^ 14. Book values of assets discarded or totally damaged or destroyed 

v by fire or other reasons. 

USUAL ITEMS OF CAPITAL EXPENDITURE 

The following list comprises the usual items of Capital 
Expenditure:— 

1. Cost of Goodwill 

2. Cost of Freehold Land and Buildings, and* the legal charges and 
stamp duty in connection with conveyancing. 

3. Cost of Lease acquired. 

4. Cost of Plant, Machinery, Tools, Fixtures, etc. acquired for 
equipment 

5. Cost of Trade-Marks, Patents, Copyrights, Patterns and 

Designs. • 

6. Cost of Office Car, Motor Van or Lorry. 

7. Cost of installation of Lights and Fans. 

8. Cost of any other asset acquired by way of equipment. 

9. Expenses on erection of Plant and Machinery. 

10. Actual additions and extensions to existing assets. 

11. Structural improvements or alterations to existing assets where¬ 
by their revenue-earning capacity is increased. 

12. Development Expenses in case of Mines and Plantations. 

13. Administration Expenses in industrial enterprises incurred 
during period of construction and equipment. 

14. Cost of experimenting, when the same results ultimately in 
acquisition of a patent, 

RECEIPTS AND PAYMENTS ACCOUNT 

A Receipts and Payments Account is a summary of actual cash 
receipts and payments extracted from the Cash Book covering a par¬ 
ticular period. All cash received and paid during the period, whether 
on account of capital or revenue, would be included in this account. 
The receipts are entered on the debit side and the payments on the 
credit Athletic and sports clubs, charitable institutions, etc., where 
the object of the enterprise is of supplying a want and not that of profit¬ 
making, generally present periodical accounts in this form to their 
members and subscribers. The account commences with the opening 
balance of cash, and similarly closes with the balance of cash at the 
end of the period. As it is a mere summary of cash transactions, it 
does not include any income or expense outstanding, and naturally fails 
to reveal the actual income or expenditure of the period it covers. 

INCOME AND EXPENDITURE ACCOUNT 

This is a Revenue Account prepared by non-trading concerns, such 
as educational institutions, hospitals, etc. and includes all income earned 
during a given period (whether actually received or not), and all ex¬ 
penditure incurred for the purpose of earning such income * (whether 
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actually paid or not). Hus account serves exactly the same purpose 
as the Profit and Loss Account in a trading concern. The income in 
this case will be set out on the credit, and the expenditure on the debit. 
It will naturally include revenue items only arid will serve to indicate* 
either the excess of income over the expenditure during the period, or 
vice versa. As this account takes the place of Profit and Loss Account, 
it presupposes the books having been maintained on Double Entry prin¬ 
ciples, and must always be accompanied by its relative Balance Sheet. 


i ^ POINTS OF DISTINCTION 

Points of distinction between a Receipts and Payments Account and 
an Income and Expenditure Account: — 

Receipts and Payments 
* Account 


1. Is a summarised statement of 
cash transactions of a parti¬ 
cular period. 

2. Must necessarily commence 
with the opening balance of 
cash brought over from the 
preceding period, if any. 

3. Restricts itself to cash transac¬ 
tions only, and does not take 
any account of outstanding 
income or expenses. 

4. Makes no distinction between 
capital and revenue receipts 
or payments, and includes 
both capital and revenue 
items. 

5. Receipts are shown on the 
debit side, and the payments 
on the credit. 

6. Does not necessarily include 
items relating to the period it 
covers, and may include re¬ 
ceipts or payments appertain¬ 
ing to preceding or succeeding 
period. 

7. Difference between the two 
sides would represent balance 
of cash at the close. 

8. Need' not necessarily be ac¬ 
companied by, a Balance 
Sheet. 


Income and Expenditure 
Account 

1. Takes the place of Profit and 
Loss Account in non-trading 
concerns. 

2. Does not commence with any 
balance. 


3. Includes all income whether 
received or accrued, and all 
expenses whether paid or out¬ 
standing. 

4. Includes revenue items only. 


5. Income is shown on the cre¬ 
dit, and the expenses on the 
debit. 

6. Must bring into account in¬ 
come or expense belonging to 
the period under review. 


7. Difference between the two 
sides would mean either 
excess of income over ex¬ 
penditure, or vice versa. 

8. Must always be accompanied 
by its relative Balance Sheet. 


STEPS TO CONVERT A RECEIPTS AND PAYMENTS ACCOUNT 
INTO AN INCOME & EXPENDITURE ACCOUNT 

The steps necessary to convert a Receipts and Payments Account 
into an Income and Expenditure Account will be as under:— 

1. Exclude opening and closing Cash Balances. 

2. Eliminate all items of capital receipts and payments. 
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3. Exclude income of the previous period, or any income received 
in advance. 

4. Provide for accrued income, i.e., income earned during the period 
and not received. 

5. Exclude expenditure either of the preceding period or the sues 
ceeding period. 

6. Provide for expenditure due and not paid. 

7. Bring into account items such as bad debts, depredation, etc., 
as would affect the net income. 

REVENUE ACCOUNT v * 5 ’ 

The term Revenue Account is another name for Profit and Loss • 
Account. It is used chiefly by Insurance Companies, Shipping Com- M 
panies and other large industrial undertakings such as Railways, Gas 
Companies, Electric Light and Power Companies, etc., which have to 
prepare t heir accounts in a pres crib ed form. ^ 

FICTITIOUS ASSETS 

Fictitious Assets are those that represent intangible expenditure, 
such as preliminary expense s, or other items of revenue expenditure 
or losses which are temporarily held over and shown on the assets side 
of the Balance Sheet. • 

WASTING JVSSETS 

Wasting Assets are those assets which get exhausted or consumed 
through being worked, such as mj me.y quarriey or assets which*depre¬ 
ciate through wear and tear, such as pla nt and machiner y. 

LIQUI D ASSETS. 

nil — " 

Liquid Assets are those which .are represented by cash or such other 
assets as can be readily turned into cash, such as gilt-edged securities, 
Bill s Receivable , etc. ~ 

FIXED CAPITAL 

Fixed or Permanent Capital. That portion of the funds of a con¬ 
cern which is represented by assets acquired *by way of permanent 
equipment for the purpose of carrying on the business and not for con¬ 
version into cash, is known as Fixed or Permanent Capital. 

# • 

CIRCULATING CAPITAL 

Circulating or. Floating Capital. That portion of the funds of a 
concern which is represented by cash or readily realisable assets 
acquired for the purpose of immediate conversion into cash, is called 
Circulating or Floating Capital. 

LOAN CAPITAL 

Loan Capital is sometimes applied to debentures and other fixed 
loans. 
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WORKING CAPITAL 

Working Capital. This term is sometimes used to denote the 
balance of capital left for working die business after paying for its 
fixed assets. It is also applied to the amount by which the “ liquid ”, 
i.e. ( the readily realisable assets of any concern exceed its current 
liabilities. 

WATERED CAPITAL 

Watered Capital represents that part of the share capital of a com¬ 
pany which is not repiesented by assets having any tangible or realisable 
value. Thus, where a company pays for the purchase of the Goodwill 
or other assets of an established concern in excess of their true worth, 
* the capital is said to be “ watered.” The term “ watered capital ” is 
also applied in a case where a company issues bonus shares. The effect 
of such a step would be to reduce the dividend and premium on the 
shares without reducing the return to the original shareholders. 


Example 104 

From the particulars given below, prepare an Income and Expenditure Account 
and a Balance Sheet of the Cosmopolitan Gymkhana for the year ended 31st 
December 1940:— 


Receipt s 


Rs. 

Payments 


Rs. 

Life Members* Fees 

... 

4,000 

Land & Building 

• • 

24,500 

Donations 

• •• 

25,000 

Tournament Expenses 

• • 

1.100 

Entrance Fees 

• • ■ 

5,000 

Furniture 


1,500 

Tournament Fund 

... 

1,500 

Purchasing of Sports Materials ... 

1,200 

Revenue Receipts 

Us. 


Revenue Payments 

Rs. 


Subscriptions 

2.200 


Salaries 

1,200 


Bar Receipts 

1,300 


Printing A Stationery ... 

125 


Interest on Securities 

300 


Telephone 

200 


Cricket Fees 

500 


Gardening 

130 


Tennis Fees 

450 


Cricket 

250 


Billiard Fees 

300 


Insurance 

120 


Sundries 

275 


Tennis 

400 




5,325 

Billiards 

480 





Sundries 

100 





Bar Expenses including 






purchases 

1,500 







4,505 




Investments 

... 

6,000 




Bank Current Account Balance ... 

1,800 


i 

l 


Cash in hand 

... 

220 


Rs. j 40,825 | 

** 

Rs. 

40,825 


Subscription Fees outstanding for the year 1940 and unpaid amounted to Us. 450, 
and included in the receipts an amount of Bs. 125 represented subscriptions for 
1941 received in advance. Salaries unpaid for 1940 amounted to Rs. 175 and Insur¬ 
ance pre-paid Rs. 30. One-half of the Entrance Fees received was to be credited 
to Revenue, and Donations and Life Members’ Fees were to be capitalised. Interest 
accrued and not received amounted to Rs. 120. The Sports Materials were valued at 
Rs, 750 and the Bar Stock at Rs. 400 at the end of the year. Depreciate Furniture 
by 5 per cent and Land and Building by 2} per caul. 
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THE COSMOPOLITAN GYMKHANA 
INCOME AND EXPENDITURE ACCOUNT 


for the year ended 31st December 1940 


Expenditure 


Rs. 

Income 


Rs. 

To Salaries 

... 

1,375 

By Subscriptions 


2,525 

„ Bar Expenses 


1,100 

„ Entrance Fees 


2.500 

„ Billiards 


460 

„ Bar Receipts 


1,300 

„ Tennis 


400 

„ Interest on Securities 


420 

„ Cricket 


250 

„ Cricket Fees 


500 

„ Telephone 


200 

„ Tennis . 


450 

„ Gardening 


130 

„ Billiards 


300 

„ Printing & Stationery 
r Sundries 
„ Ioauranoe 

„ Depreciation:— Rs. 

Land and Buildings 612 
Sports Materials 450 

Furniture 75 

„ Exsess of Income over 

a. p. 

8 0 

0 0 

0 0 

125 

100 

90 

1,237-8 

„ Sundries 

• 

• 


275 

Expenditure 

Rs. 

2.882-8 

8,270 


Rs. 

8.270 


BALANCE SHEET as at 31st December 1940 


Liabilities 


Rs. 

Assets 

• 

Rh. 

r 

Rs. 

Liabilities for Expenses 


175-0 

Land & Building 

24.500-0 


Subscriptions received in advance... 

125-0 

Ltss Depreciation 

612-8 


Tournament Fund 

, . 

400-0 



23,887-8 

Capital Fund:— 

Its. 


Furniture 

1,500-0 

• 

Donations 

25,000 


Less Depreciation 

750 


Life Members’Fees ... 

4,000 




1,425-0 

Entrance Fees 

2,500 


Sports Materials 

1,200-0 





Lest written off 

450-0 



31,500 




750-0 

Add Excess of Ineomo 



Bar Stock 

... 

400-0 

over Expenditure ... 

2,882-8 


Investments at Cost 

••• 

6,000-0 



34,382-8 

Outstanding Subscriptions 

450-0 




Interest am tied 

• * « 

120-0 




Prepaid Insurance 

• * • 

30-0 




Cash at Bank 

... 1,800-0 





Cash in hand 

... 220-0 







2.020-0 


Rs. 

35,082-8 


Rs. 

35.082-8 








Example 105 * • 

The Balance Sheet of a Public Library showed as follows on 1st July 1940:— 


Liabilities 

Rs. 

Assets 


Rs. 

Outs tending Creditors for Expenses 
Creditors on Open Accounts ... 

Capital Food—Accumulated exoeas 

700 

4,300 

! 

Cash at Bank 

Sundry Debtors:— 

For Subscriptions 

ee * 

Rs. 

4,000 

of Income over Expenditure 

70000 

! 

outstanding 

For use of Lecture Hall... 

1,000 

400 

1,400 

Carried over ... 

1 75,000 

| Carried over ... 

6,400 
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1 

| Re. 


Re. 

Brought over ... 

| 75,000 

Brought over ... 

5,400 



Investment* in 5% 




Government Loan 

6,000 



Library Books 

000 



Furniture A Fittings 

3.500 



Building 

40,000 

l 

1 

1 

Prepaid Insurance 

100 

rb. ; 

i 

75.000 

Rs. 

75,000 


Hie Cash transactions for the year ending 30th June 1941 were as follows:— 



Rs. 


Rs. 

To Bank Balance on let July 1940... 

4,000 

By Payment to Creditors on i 


„ Entrance Fees 

1,200 

Open Accounts ...[ 

4300 

,. Subscriptions 

12,500 

„ Additions to Library Books ...! 

1,400 

„ Proceeds from Leoture# and 


„ Electrio Lighting and Power 

300 

Entertainments 

4,500 

„ Municipal Taxes ... 

1,100 

„ Rent received from use of Halls 

1,500 

„ Repairs to Building ..J 

800 

„ Interest on Investments 

200 

„ Insurance 

350 

„ Sale of old Newspapers 

450 

,, Electric Installation Expenses; 

2,000 

' „ Sale of old Furniture 

100 

„ Payment to outstanding Cre- : 




ditors of last year ...! 

700 



„ Printing and Stationery ..J 

500 



„ Sundry Expenses 

250 



„ Postage 

420 



„ Subscriptions to periodicals ... 

1,400 



„ Cost of Investments bought ...j 

3,000 



„ Salaries ... 

3,600 



„ Balance at Bank on 30-6-41...' 

4330 

Rs. 

24,450 

Rs. 

m 

24,450 


Insurance was prepaid to the extent of Rs. 75 and Subscriptions outstanding 
amounted to Rs. 1,800. Rs. 250 were owing for use of Lecture Hall, and Rs. 300 for 
Interest on Investments had accrued due. There were creditors outstanding for 
New Steel Shelves acquired during the year amounting to Rs. 1,750. There were 
also owing for Salaries Rs. 500 and Stationery Rs. 75. Entrance Fees are to be 
capitalised. 

You are required to prepare an Income and Expenditure Account and a 
Balance Sheet for the year ended 30th June 1941, after providing 2 per cent Depre¬ 
ciation on Building, 5 per cent on Electric Installation and Furniture and Fittings 
and 10 per cent on Library Books, such Depreciation to be calculated on the open¬ 
ing balances of the Assets in question. 

INCOME AND EXPENDITURE ACCOUNT 
for the year ended 30th June 1941 


Expenditure 

Rs. 

Income 

Rs. 

To Salaries 

4,100 

By Subscriptions 

13,300 

„ Subscriptions to periodicals 

1,400 

„ Proceeds from Lectures, etc .... 

4300 

„ Munioipal*Taxes 

1,100 

„ Rent from use of Lecture Halls 

1,350 

„ Repairs to Building 

800 

„ Interest on Investments 

500 

„ Printing and Stationery 

575 

„ Sale of old ’Newspapers 

450 

„ Postage 

420 



„ Insurance 

375 



„ Electric Lighting and Power ... 

300 



„ Sundry Expenees 

250 



„ Depreciation :— Rs. 




Library Books 2,000 




Building 800 




Furniture, etc. 175 




-- . 

2,975 



„ Excess of Income over 




Expenditure 

7,805 



Re. 

20.100 

Rs. 

20300 
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BALANCE SHEET « at 30tft June 1941 


m 


Si 

iiMh 

Be, 

Be. 

. 1,750 

. 575 

Building 

Let* Depreciation at 2% 

40,000 

800 

30.900 


Furniture, Fittings, etc. 

3,500 



Additions during the year 

3,750 



£«m Sale of old Be. 

7,250 


- 79,005 

Furniture 100 

Lett Depreciation 175 





275 

6,975 


Library Books 

20,000 


Additions during the year 

1,400 




21,400 


♦ 

> 

Lets Depreciation 

2,000 

19,400 

1 

Investments at Cost* 


9.000 

1 

i 

Subscriptions outstanding 


1,800 

i 

Interest accrued due 


300 


Rent accrued due 

• * 

250 


Prepaid Insurance 

Cosh at Bonk 

• • 

75 


• • 

4,330 

81.330 


Bs. 

• 

81,330 


Liabilities <k Capitol Fund 

Outstanding Creditors 
Liability far Expenses 
Capital Fund r— 

* As per last Balance Be. 

Sheet 70,000 

Add Entrance Fees 1,200 

„ Excess of Income over 

Expenditure 7,805 


QUESTIONS ON CHAPTER XVH 

1. Define Capital and Revenue Expenditure. 

2. How would you deal with Development Expenses in case of a 
Rubber Estate ? 

3. How should Structural Alterations be dealt with in accounts ? 

4. What is^arReceipts and Payments Account ? 

5. How d<fps an Income and Expenditure Account differ from a 
Receipts and Payments Account ? 

6. If called upon to construct an Income pod Expenditure Account 
from a given Receipts and Payments Statement and other supple* 
mentary information, explain fully the steps you would take to do so. 

7. Define the following: — 

(a) Wasting Assets, 

(b) Liquid Assets, 

V (c) Working Capital, 

(d) Fictitious Assets, 

(e) Circulating Capital, 

(/) Watered Capital. 

8. How would you deal with the following: — 

(a) Brokerage and Stamp Duty on purchase of Invest¬ 
ments ; 

(b) Wages expended on erection of Machinery; 

(c) Cost of amount expended on repairs to a second-hand 
engine in order to put it in working condition; 


ex.-28 







4Qg DOUBUMENTHY BOQK-XHB’ING 

(d) Amount expended in overhauling the entire sitting 
accommodation of a theatre; 

(e) Structural alterations to a b uil d ing resulting in en¬ 
hanced rents; and 

(/) Amount expended on Machinery resulting in reducing 
cost of production? 

Note.—The number in bold type on the right-hand corner at the end 
of each Problem indicates reference to the author’s QUE STIONS AND 
ANSWERS IN BOOK-KEEPING AND ACCOUNTING where full 
solutions will be found. 


. EXERCISE 1 

The Swadeshi Industries removed their Works to a more Suitable premises:— 

(a) A sum of Rs. 4.750i- was expended on dismantling, removing and re¬ 
installing Plant, Machinery and Fixtures. 

(b) The removal of Stock from the old Works to the new one cost Rs. 500j~. 

(c) Plant and Machinery which stood in the books at Rs. 75,000|- included 
a machine at a book value of Rs. X.700J-. this being obsolete was sold 
off at Rs. 450|- and was replaced by a new machine which cost Rs. 2,400|-. 

(d) The freight and cartage on the new machine amounted to Rs. 150|- and 
the erection charges cost Rs. 275j-. 

(e) The Fixtures and Furniture appeared in the books at Rs. 7,500]-. Of 
these some portion of the book value of Rs. 1,500]- was discarded and 
sold off at Rs. 600] - and new Furniture of the value of Rs. 1,200]- was 
acquired. 

(/) A sum of Rs. l,100j- was spent on painting the new factory. 

State which items of expenditure would be charged to Capital and which to 
Revenue. 131 


EXERCISE 2 

State clearly how you would deal with the following in the books of a Theatrical 
Company, 

(a) Amount expended on equipping the theatre with sitting accommodation, 
decoration, carpets, gas and electric fittings, Rs. 15,750]-. 

(b) Purchase of Organ, Piano and other musical instruments for the theatre, 
Rs. 3,350]-. 

(c) Amount expended -in providing Uniforms for Staff, Rs. 650|-. 

(d) After three years, the Organ which had originally cost Rs. l,500j- and 

which had been depreciated by 10 per cent each year was sold for Rs. 750]- 
and was replaced by a more up-to-date one costing Rs. 1,800]-. f 

(e) Under orders of the local authorities, alterations had to be made in t&e 
location of Some of the exits which cost Rs. 259]-. 

(/) Due to a leakage' of rain-water through the roof, the wall paper got 
damaged and repairs had to be done to the roof as also the wall paper, 
the whole costing Rs. 750]-. 132 

EXERCISE 3 

From the following Receipts and Payments Account of a Charitable Institution 
and the further information supplied prepare an Income and Expenditure Account 
for the year ended Slat December 1835:— 
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1935 

Jan. 1 To Balance i— Be. 

Cash on Deposit 5,000 
Cash on Current 
Account .. 2,400 
Cadi in Office .. 300 

- 7,700 

Dec. 31 To Donations .. 8,000 

„ Subscriptions .. 4,000 
„ Endowment Fund 

Receipts .. 15,000 

„ Legacies .. 8,000 

„ Interest on Invest¬ 
ments .. 9500 

„ Interest on Deposits 150 
„ Sale of old Furniture 75 


Rs. 50,425 


ME Mg 

Dec. $1 By Charities .. 14500 

n Staff Salaries .. 2,600 
„ Rent and Taxes .. 1,200 
„ Printing mid 

Stationery .. 300 

» Postages .. 100 

„ Advertisements .. 250 

» Purchase of Furni¬ 
ture .. 750 

„ Investments 5% Rs. 

15,000 Tax-Free 
Loan at par .. 15,000 
„ Advance against 
contract for Exten¬ 
sion of Premises .. 5,000 


Balance :— 
Cash on 

Rs. 

Deposit 
Cash on 

.. 8,000 

Current 

A/le. 

Cash in 

.. 2,000 

Office 

.. 725 


-10,725 


Rs. 50,425 


RECEIPTS AN»PAYMENTS ACCOUNT 


It was decided to treat one-half of the total amount received on account of 
Legacies and Donations as income. Rs. 200 were owing for Rent, Rs. 300 for 
Staff Salaries and Rs. 50 for Advertisements at the end of the financial year. 
Interest on investments Rs. 500 had accrued but was not received. 137 


EXERCISE 4 

The following is the Receipts and Payments Statement of the Bengal Sports 
Club for the year ended 31st December 1935:— 



To Balance 1-1-35 

Rs. 

2,400 


„ Entrance Fees 

500 

(a) 

„ Subscriptions 

8,700 


„ Proceeds of Concerts 

1,500 

(b) 

„ Interest on Investment 

500 


Rs. 

13,600 


Rs. 

By Secretary's Salary .. 3,600 

„ Upkeep of Grounds .. 2,100 (c) 

„ Wages of Groundsmen 2,400 (d) 

„ Ground Rent ISO 

„ Printing and Postage 200 

„ Sundry Repairs .. 175 

„ Balance 31-12-1935 .. 4,975 


Rs. 13,600 


(a) This item includes Subscriptions outstanding brought over from previous 
year, Rs. 500. 

(b) This amount includes Rs. 100 in respect of interest accrued in the pro¬ 
ceeding period. . 

<c) This item includes Rs. 300 applicable to the previous year. * 

(d) This item includes Rs. 150 applicable to the previous year. 

Other Ledger Balances at the commencement of the financial period were:— 
Capital Fund Rs. 40,100; Income and Expenditure Account Credit Balance brought 
forward Rs. 8 , 900 ; Club Promises and Grounds (as pen valuation) Rs. 30,000 ; 
Investments Rs. 10,000 ; Sports Materials Rs. 2,450; Furniture and Fixtures Rs. 4,000. 
From the above particulars, prepare a Balance Sheet at the commencement of the 
period, and Income rad Expenditure Account for the period, and a Balance Sheet 
as at the close of tiro period. 

Entrance Fees are to be capitalised. The outstanding Liabilities on 31st Decem¬ 
ber 1935 were:—Wages Rs. 200 and Printing Rs. 100. Interest accrued ffyjt out¬ 
standing on Investments was Rs. 120. Depreciate Club Promises by 2 per cent, 
Furniture by 5 per cent and Sports Equipment by 33-1)8 per cent 148 
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The following particulars relate to the Blank Sports Club. 

INCOME AND EXPENDITURE ACCOUNT 



for the year ended 31st December 1935 





Rs. 



Rs. 

To Secretary’s Salary 

1.500 

By Entrance Fees 

* * 

10,500 

ft 

Printing & Stationery 

2,200 

„ Subscriptions 

* * 

15,600 

it 

Advertising 

1,600 

„ Rent Receivable 

• * 

4,000 

ft 

Audit Fees 

500 




rt 

Fire Insurance 

1,000 




*9 

Depreciation on Sports 






Equipment 

9,000 




>» 

Balance—Excess of Income 






over Expenditure 

14,300 




"*i 

1 

Rs. 

30,100 


Rs7 

30400 


RECEfPTS AND PAYMENTS ACCOUNT 




for the year ended 

31st December 1935 





Rs. 



Rs. 

To Balance 1st January 

4,200 

By Secretary’s Salary 


1,000 

if 

Entrance Fees 1934 

1,000 

„ Printing and Stationery 


2,600 

II 

do. 1935 

10,000 

„ Advertising 


1,600 

w 

Subscriptions 1934 

600 

„ Fire Insurance 


1200 


do. 1935 

15,000 

„ Investments Purchased 


20.000 


do. 1936 

400 

„ Balance 31st December 


7,800 

II 

Rents Received 

3,000 





Rs“ 

34,200 


Rs. 

34200 


The assets on 1st January 1935 included Club Grounds and Pavilion Rs. 44,000; 
Sports Equipment Rs. 25,000 and Furniture and Fixtures Rs. 4,000. Prepare the 
Opening and Closing Balance Sheets. 141 

Note.—The following Problems will be found fully solved in the 
author’s TYPICAL PROBLEMS. 

EXERCISE 6 


From the following Receipts and Payments Account of a Charitable Institution, 
and the sub-joined information, prepare a General Income and Expenditure Account 
for the year ended 31st December 1935:— 

RECEIPTS AND PAYMENTS ACCOUNT 


1935 
Jan. 1 


To Balance:— Rs. 
Cash on Deposit 5,000 
Cash on Current 
Account .. 1,160 
Cash in hand 70 


Rs. 


6,230 

Dec. 31 To Donations and'Subs¬ 
criptions .. 12,720 

„ Legacies .. 4,000 

„ Special Fund Dona-. 

tions .. 1,700 

„ Interest on Invest¬ 
ments • ■. 1,350 

„ Interest on Deposit 240 


Ra. 26,240 


1935 

Dec. 31 By Payments 
sioners 


Ris. 

to Pen- 

..12,650 
Rent, three quarters 750 
Office Expenses and 
Salaries .. 2,750 

Collector's Commis¬ 
sion .. 370 

Printing Year Book,' 
etc. .. 260 

Postage 180 

Gratuities from Spe- 
- ciat Fund .. 1,430 

Investments in Rs. 

5,600 3% Govern¬ 
ment Loan .. 3,000 
Balance:— 

Cash on 
Deposit .. 

Cash on 
Current 
A/c. 

Cash in hand 


4,000 


730 

120 


4250 

Rs. 2&240 







CAPITAL AOT> B K V C nm KScpazvDzrusr 00$ 

The Committee of Managenmntresolve that one-half of legacies received «h»n 
be treated as incoise, the remainder being Capital, and that the “Special Fund” 
should be separated from dm “General Funds." A. quarter’s rent was unpaid at 
31st December 1935. Sundry persona owed Rs. 150 for advertisements In dm Year 
Bode. Interest on Investments Ss. 300 bad accrued due but was not received. 

TP. 33 


EXERCISE 7 


From the following particulars, compile the accounts for the year ending Slat 
December 1935, to be Submitted to the Annual Meeting of the Members of a Golf 
Club. 


1. 


Entrance Fees and Subscriptions received on account of 
1934 (these were estimated at £9-9-0) 

Subscriptions received on account, 1935 * 

Entrance Fees received on account, 1935 
Entrance Fees and Subscriptions received on account of 
1936 

Locker Rents received for 1935 .. * 

Green Fees received for 1935 

Expenses, including rent, for 1935 (of these £800 have 
been paid) .. .. .* .. .. 

Liabilities of 1934, paid in 1935 (these were estimated at 
£70) 

Subscriptions owing for 1935, £21 taken as 
Stock (House Account), 1935 

11. Capital Expenditure including Lease, 1934 

12. Capital Expenditure in 1935 
Capital Expenditure written off 

Profit on House Account, including Refreshments, after 
providing for the staff 
Cash in hand 
Renewals paid in 1935 .. 

Interest paid in 1935 
Loan on Security of the Lease. 

Surplus from 1934 Account 
Fee to Treasurer’s Clerk for 1935, not paid 


2 . 

3. 

4. 

5. 

6 . 

7. 

8 . 


10 . 


13. 

14. 

15. 

16. 

17. 

18. 

19. 

20 . 


10 10 
1,050 0 
73 10 

52 10 
35 0 
120 0 


60 0 
12 12 
150 0 
1,000 0 
200 0 
250 0 


50 0 
124 18 
91 3 
20 
500 
494 
20 


d. 

0 

0 

0 

0 

0 

0 


900 0 0 


0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

TJ*. 34 


EXERCISE 8 

The following is the Statement of Assets and Liabilities of the International 
library as at 30th June 1934:— 


Liabilities 

Outstanding for Expenses 
Capital Fund: — 

Accumulated excess of In¬ 
come over Expenditure .. 


Rs. 

650 


44,350 


Rs. 


Assets 

• 

Cash 
Furniture 
Debtors *.— 

Subscriptions out¬ 
standing 750 

For use of Lecture Hall 350 

Books Account 

Investments 

Building 


Rs. 

3,200 

4,850 


1,100 

16,850 

5,000 

14,000 


Rs. 45/100 


Rs. 45,000 
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Hie following were the Cedi Transactions for the year 


Be. 

To Balance .. 3,200 

„ Entrance Fees .. 2,600 

„ Subscription* .. 8,500 

„ Received on Sale of old 

Furniture .. 000 

„ Received on Sale of old 

Newspapers 60 

„ Rent of Library Hall .. 1,040 

„ Proceeds from Lectures 

and Entertainments 3,000 


Rs. 19,000 


By Salaries 
„ Municipal Taxes 
„ Insurance mi Building 
„ Additions to library 
„ Outstanding Creditors 
last year paid 
„ Repairs 

„ Electric Installation 
Expenses 

„ Printing and Stationery 
„ Postages 
„ Sundry Expenses 
„ Balance 


Rs. 19,000 


Rs. 

2,400 

700 

500 

1,250 

of 

050 

250 

4,500 

400 

50 

150 

8,150 


It was ascertained that Rs. 1,100 was outstanding by way of subscriptions and 
Rs. 375 for use of library Hall. Insurance on Building was prepaid to the extent 
of Rs. 175. There were 'Creditors outstanding for expenses to the extent of Rs. 800. 

You are required* to prepare an Income and Expenditure Account and a 
Balance Sheet as at 30th June 1935 after providing for depreciation on building 
at 2| per cent and writing down Investments by 5 per cent and Library Books 
by 10 per cent. TP. 35 


EXERCISE 9 

The under-noted Receipts and Payments Account of the Bombay Athletic 
Society is for the year ended 31st October 1935. Other Ledger balances of the 
Society on that date arc: — 

Capital Account (Donations, etc.), Rs. 30,250; Club House and Grounds (as 
per valuation), Rs. 20,000; Investments at cost, Rs. 9,620; Furniture and Fixtures, 
Rs. 3,200; and Income and Expenditure Account (Cr. Balance brought forward), 
Rs. 2,965. 


RECEIPTS AND PAYMENTS ACCOUNT 


for the year ended 31st October 1935 


Dr. 

Rs. 

Cr. 

Rs. 

To Balance, 1st Nov. 1934 

745 

By Upkeep of Grounds (a) 

4,750 

„ Subscriptions 

6,800 

„ Wages of Groundsmen 

4,680 

„ Entrance Fees 

260 

„ Ground Rent 

105 

„ Interest on Investments .. 

420 

„ Printing & Stationery 

(b) 465 

„ Proceeds of Lectures, 


„ Postage and Petties 

95 

Concerts, etc. 

2,590 

„ Balance c/d. 

720 

Rs. 

10,815 


Rs. 10315 

To Balance b/d. * .. 

720 




(a) This item includes Rs. 250 applicable to the previous year. 

(b) ThiS ( item includes Rs. 100 applicable to the previous year. 

Eki trance Fees are to be capitalised. The outstanding items at 31st October 
1935 arePrinting and Stationery, Rs. 80. The Social -Literary Association owed 
Rs. 105 for the use of the ISocietjrs Hall. Charge 10 per cent for depreciation on 
Furniture, etc. Construct the Income and Expenditure Account for the year and 
Balance Sheet as at 31st October 1935. TP. 36 

EXERCISE 10 

From the following particulars, prepare Receipts and Payments Account, 
Income and Expenditure Account and Balance Sheet of the Bombay Golf Club 
for the year ended 30th June 1935. The. Club’s Articles of Association provide 
that half of each original member’s subscriptions, said the entrance fees or other 
members are to be capitalised, and half of any surplus of Revenue is to be placed 
to a Reserve Fund. 
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Receipts lor the year: --Subaoriptioos from 110 original members at Rs. 50; 
220 additional members’ Entrance Fees at Bk. 10; and subscriptions at Rs. $0. 
Interest on Fixed Deposit Ha. ISO. Sales of provisions and liquors Us. 6,380. Half 
year's gna&g rent to 31st December 1934 at Rs. 450 per annum. Loan RIs. 9,000 
at 4 per cent. 

Payments for the year: —Club Manager's Salary Rs. 2,500; Greenkeeper's 
wages Rs. 1,500; Rent Rs. 5^00; Interest on Loan Rs. 360; Cost of Annual Dinner 
Rs. 1,000; Sundry Expenses Rs. 535; Taxes and Insurance Rs. 730; Servants* Wages 
Rs. 585; Fuel, Lighting and Cleaning, Rs. 515; Liquors and Provisions purchases 
Rs. 8,735; Furniture purchased Rs. 600; Furnishings purchased Rs. 200; Repairs 
Rs. 125; Printing mid Stationery Rs. 390; A, builder {Club Premises Account) 
Rs. 2,750; B, joiner (Club Premises Account) Rs. 5,225; (5, architect (Club Pre¬ 
mises Account) Rs. 1,200; D, painter (Club Premises Account) Rs. 525. 

On 30th June 1935, cash in hand was Rs. 5,260, cash on Fixed Deposit at 6 
per cent Rs. 3,000 (balance from last year); Stock of Liquors and Provisions 
Rs. 2,870. 

Rent Rs. 500; Servants’ wages Rs. 15; Greenkeeper’s Wages Rs. 300; Rs. 265 
for liquors purchased and Plumber’s Bill (Club Premises Account) Rs. 1,300 have 
not been paid. Subscriptions of 10 original members have not been received. 

Charge Depreciation on the total cost of Club Premises at 3 per cent, on Fur¬ 
niture at 5 per cent, and on Furnishings at 15 per cent. TP. 37 


EXERCISE 11 

Given below is the first Receipts and Payments Account of the Indian Gym¬ 
khana for the period ending 31st December 1935:— 


Rs. 

To Donation Account, being 

donations received .. 50,000 
Reserve Fund, being life 
members’ fees and en¬ 
trance fees received .. 4,000 
„ Quadrangular Match Fund, 


By Buildings 
„ Expenses incurred on 
Quadrangular Matches 
„ Furniture 

„ Revenue Payments:— Rs. 
Salaries 1,800 


Rs. 

40,000 

900 

2,100 


being amounts received for S 

Cricket 

600 

meeting expenses for 

the 

Tennis 

540 

specific Matches 

.. 10,000 

Insurance (paid upto 


Revenue Receipts:— 


the year ending 


Subscription fees 


30th September 


(including Rs. 100 

Rs. 

1936) 

360 

for 1936) 

3,200 

Gardening 

170 

Locker Rent 

100 

" Printing, etc. 

30 

Interest on Securities 

100 

Telephone 

250 

Cricket w 

400 

Sundries 

150 

Sundries 

50 

• **“" 

- 3,900 

Tennis 

350 

„ Investments (at cost)* 

.. 18,000 

Billiards 

200 

„ Balance 

.. 3,500 

- 

- 4,400 




Rs. 68,400 


Rs. 68,400 


Subscription Fees outstanding for the year 1935 Rs. 300. 

Salaries unpaid for December 1935 Rs. 170. 

Prepare from the details given above an Income and Expenditure Account 
of the Gymkhana for the period ended 31st December 1935, and the Bala n c e Sheet 
as on that date. TP. 38 



CHAPTER XVIII 

SINGLE-ENTRY BOOK-KEEPING 

Single Entry is a crude form of Book-keeping under which only 
Personal Accounts and a Cash Account are maintained, and only one 
aspect of each transaction as it affects the Personal Accounts is recorded. 

The original records such as the Cash Book, the Purchase Book, 
the Sales Book, and the Returns Books, and even the Bill Books are 
sometimes maintained, but the postings therefrom are only made to the 
Personal Accounts concerned. 

From the receipts side of the Cash Book, the cash received from 
the debtors is posted to the credit of the Personal Accounts concerned, 
but other items of repeipts, such as Cash Sales, Interest Received, Bills 
Receivable discounted or met on due dates, etc., are not posted. Simi¬ 
larly, entries in respect of cash paid to creditors as appearing on the 
payments side of the Cash Book are posted to the respective Personal 
Accounts, but othter items such as payments for Cash Purchases, Bills 
Payable, Salaries, Wages, Rent, Advertisements, etc., are left out 
unposted. 

The periodical totals of the Purchases Book, the Sales Book, and- 
the Returns Outwards and Inwards Books are left unposted, as the 
Purchases and Sales Accounts and the Returns Outwards and Inwards 
Accounts are..not opened in the Ledger. 

Similarly, from the Bills Receivable and the Bills Payable Books, 
whereas the Personal Accounts concerned would be individually 
credited or debited as the case may be, the periodical totals of these 
books are not posted to the Bills Receivable and the Bills Payable 
Accounts, as these accounts are not maintained. 

The only information that can thus be secured from the Ledger 
kept under Single Entry would be in relation to Debtors and Creditors, 
i.e., how much is due to the trader from his customers and how much 
he owes to his creditors. In the absence of any Impersonal Accounts 
being kept, the books fail to disclose information for the preparation 
of a Profit and Loss Account, or particulars of Assets and liabilities 
for the preparation of a Balance Sheet. Evidently, therefore, this form 
of Book-keeping is of very limited value, and is seldom found in use in 
any concern of importance. 

DISADVANTAGES OF SINGLE ENTRY 

The disadvantages of Single Entry may be summed up thus: 

(1) As the two-fold aspect of every transaction "is not recorded, 
tiie arithmetical accuracy of the books cannot be tested by 
means of a Trial Balance. 

(2) As no Nominal Accounts are kept, the trader cannot ascertain 
at periodical intervals as to what profit or loss he has made or 
sustained and how such profit or loss has arisen, as a Profit and 
Loss Account cannot be prepared. 

(3) In the absence of any reliable and continual record of the 
incomings and outgoings of the various assets, due to no Real 
Accounts being maintained, die trader cannot ascertain his 
exact financial position on any particular date by the prepara¬ 
tion of a Balance Sheet 


a- 
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STATEMENT OF AFFA1BS 

The trader who has main t a i n ed his books on Single Entry can 
ascertain his financial position in an approximate manner by means of 
a “ Statement of Affairs,” which is a statement prepared by setting forth 
the Assets and Liabilities on any given date. 

The method of preparing a Statement of Affairs is as follows:— 

(1) Balance the Cash Book and verify the correctness of the cash 
balance. 

(2) Ascertain the total amount due from debtors, from the Personal 
Accounts opened in the Ledger. • 

(3) Ascertain the value of Stock-in-trade by proper stock-taking 
and valuation. 

(4) Ascertain the value of Bills Receivable unmatured, if any, on 
hand. 

(5) Ascertain the value of all other Assets, such as, Plant, Machi¬ 
nery, Furniture and Fixtures, etc., from syeh information as is 
available. 

(6) Ascertain the amount owing to the creditors from the Ledger 
Accounts maintained. 

(7) Ascertain if there are any other Liabilities owing or outstand¬ 
ing, and not recorded in the Ledger. 

(8) Arrange all the above items in the form of a Balance Sheet, 
setting forth the Assets on the right-hand side, and the liabi¬ 
lities on the left-hand, and calling the excess of Assets over 
Liabilities Capital. 

It must be noted, however, that the information thus secured from 
the preparation of a Statement of Affairs is by no means as reliable 
and as complete as that given by a' Balance Sheet. The reason is that 
a Balance Sheet represents a collection of the balances of all the Assets 
and Liabilities on a given date, as appearing in the Ledger maintained 
on the Double-Entry System, under which the arithmetical accuracy 
of the record can be absolutely proved. On the other hand, a State¬ 
ment of Affairs is a statement of the Assets and Liabilities of a business 
on a given date, but the items included therein are partly ascertained 
from the Ledger and partly from other sources of information. 

HOW TO ASCERTAIN PROFITS FROM SINGLE-ENTRY BOOKS 

'» • 

Where the books are kept under the Single-Entry System, a regu¬ 
lar Profit and Loss Account cannot be prepared, since no record is kept 
of the Nominal Accounts, and the exact profit or loss for a given period, 
therefore, cannot be ascertained. There is, however, a rough method of 
arriving at the net trading results of a given period by comparing the 
financial position of the business at the commencement of the period 
with that at the close of the period. This necessitates the preparation 
of two Statements of Affairs, one at the beginning and the other at the 
end of the period. The excess of assets over liabilities as shown by 
each such statement will represent the then Capital, and a comparison 
of the Capitals at the two dates will reveal either profit or loss. If the 
Capital at the end is more than the Capital at the beginning, the differ¬ 
ence represents profit. If the reverse is the case, it will be a loss. 
Adjustments should, however, be made in respect of additions to or 
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withdrawals from the Capita! during the period under review. If there 
have been withdrawals during the period, these will be added to the 
Capital at the close at the period, for the reason that such Capital would 
have been more if these withdrawals had not been made. If there have 
been additions to the Capital during the period in question, these will be 
deducted from the Capital at the close, since the net assets of the busi¬ 
ness would have been so much less if no additions had been made. This 
method of ascertaining the profits is no doubt very unreliable inasmuch 
as it depends very much on the accuracy of the Statements of Affairs 
prepared at the beginning and at the close of the period. 


Example 106 

J. Jijibhoy keeps his .books by the “Single-Entry” method. His position on 
31st December 1940 was as follows:— 

Cash in hand Rs. 200; Cash in Bank Rs. 3,000; Stock-in-Trade Rs. 20,000; 
Sundry Debtors Rs. 8,500; Fixtures and Fittings Rs. 1,800; Machinery and Plant 
Rs. 15,000; Sundry Creditors Rs. 22,000. During the year, J. Jijibhoy introduced 
Rs. 5,000 as further Capital in the business, and withdrew Rs. 750 per month. 

On 31st December 1941 his position was as follows:— 

Cash in hand, Rs. 300; Cash at Bank, Rs. 2,000; Sundry Debtors, Rs. 14,000; 
Stock-in-Trade, Rs. 19,000; Plant and Machinery, Rs. 27,000; Fixtures and Fittings, 
Rs. 1,500; Sundry Creditors, Rs. 29,000. 

From the above, prepare a statement showing the profit or loss made by him 
for the year ended 31st December 1941. 


STATEMENT OF AFFAIRS 
As at 1st January 1941 


Sundry Creditors 
Capital—being excess of Assets 
over Liabilities 


Ra. 


i Ra. 


Ra. 

! 22,000 

Cash in hand 

200 

Cash at Bank 

3,000 

26,500 

! 

Sundry Debtors 

8 took-ia-Trade 

8,500 

20,000 

- 

Fixtures A Fittings 

Plant and Machinery 

1,800 

15,000 

48,500 

Ra. 

48,500 


STATEMENT OF AFFAIRS 
As at 31st December 1941 


♦ 

Re 


Ra. 

Sundry Creditors 

29,000 

Cadi in hand 

300 

Capital—being excess of Assets 


Cash at Bank 

2,000 

over Liabilities 

34,800* 

Sundry Debtors 

14,000 



Stock-in-Trade ... 

19,000 



Fixtures A Fittings 

1£00 



Plant A Machinery 

27,000 

Ra. 

63,800 

Ra. 

6^800 
L-rmn ir 








STATEMENT SHOWING THE PROFIT 
for the year ended 31st December 1941 

Capital as at 31st December 1941 
Add Drawings during the year 


Lew Further Capital introduced during the year 

Actual Capital left in the business 
Lew Capital as at 1st January 1941 

Net Profit made during the year 


Ra. 

.. 34*800' 
.. 9,000 


43*00 

5,000 


.. 38*00 
.. 26*00 


Rs. 12*00 , - 


HOW TO CONVERT SINGLE-ENTRY INTO DOUBLE-ENTRY 

Where the books of account of a concern have been kept under 
Single-Entry for a particular period, and if it is desired to convert them 
into Double-Entry for that period, the following steps will be neces¬ 
sary :— 

A Statement of Affairs as at the commencement of the period will 
have to be prepared, and care should be taken to see that the Cash 
in hand and Cash at Bank as appearing therein tally with the opening 
Cash and Bank Balances as shown by the Cash Book. The amounts 
of Debtors and Creditors should also tally with the totals of debit and 
credit balances extracted from the Personal Accounts of Debtors and 
Creditors. All the assets and liabilities appearing in th£ Statement of 
Affairs will be brought into the books of account by passing an opening 
Journal entry, debiting the respective assets and crediting the respec¬ 
tive liabilities. The difference between the assets and liabilities will 
be credited to Capital Account. The books will thus be opened .under 
the Double-Entry principles. 

If the Subsidiary Books, viz., the Cash Book, Day Book, Invoice 
Book, Bill Books and Returns Books are already kept, the conversion 
into Double-Entry would be made as follows: — 

Entries relating to the Personal Accounts must have been already 
posted from the Cash Book and, therefore, only the entries relating 
to Impersonal Accounts would now require to be posted. The totals 
of the Discount Columns will be posted to the Discount Account The 
Double-Entry of the Cash Book would thus be completed. 

The entries from the Sales Book, Invoice Book, Returns and Bill 
Books would have already been posted to the Personal Accounts con¬ 
cerned, and to complete the Double-Entry, the periodical totals of the 
books, will now be posted to the respective Impersonal Accounts. Thus, 
the totals of the Day Book will be credited to the Sales Aecount, the 
totals of the Invoice Book will be debited to the Purchases Account, 
those of the Purchases Returns Book will be credited to the Returns 
Outwards Account and those of the Sales Returns Book will be debited 
to the Returns Inwards Account. Similarly, the totals of the Bills Re¬ 
ceivable Bopk will be debited to the Bills Receivable Account, and 
those of the Bills Payable Book will be credited to the Bills Payable 
Account. 

It will now be necessary to go through the Personal Accounts in 
the Ledger to see whether any entries have been made direct therein 
without passing through one of the subsidiary books. Thus, the items 
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of Bad Debts and Allowances which may have been credited direct, 
or the items of packing, carriage, etc., which ipay have been delated 
direct to the Personal Accounts will have to be passed through the 
Journal. It will be necessary to prepare an analysis of all such items 
and the totals from such analysis will be posted to the respective Nomi¬ 
nal Accounts concerned. Sometimes, an item of revenue expenditure 
is found debited to a Personal Account, e.g. salary paid to a clerk may 
have been debited to his Personal Account instead of to Salary Account, 
or the rent paid may have been wrongly debited to the landlord’s 
Personal Account. Adjusting entries should, therefore, be made for all 

such items. 

* 

The Double-Entry of all the transactions having thus been com¬ 
pleted, a Trial Balance can now be prepared to test the arithmetical 
accuracy of the books. After making the necessary adjustments for 
all outstanding assets 1 and liabilities, a Profit and Loss Account and a 
Balance Sheet can be prepared in the usual way. 

Sometimes, it happens that only the Cash Book has been kept and 
there are no other subsidiary books. The other transactions are re¬ 
corded directly to the respective Personal Accounts in the Ledger. 
Under such a circumstance, the double-entry of the various transactions 
entered in the Ledger can only be completed by preparing a careful 
analysis of both the sides of the Personal Accounts, and then making 
Journal Entries with the totals of the analysis. 

The analysis of the Customers’ Accounts will show— 

On the debit side : — 

(a) Opening Balances (as included in the opening Statement of 
Affairs); 

(b) Credit Sales; 

(c) Dishonoured Bills Receivable; 

(d) Transfers, if any; and 

On the credit side: — 

(a) Cash received and Discounts allowed; 

(b) Returns Inwards; 

(c) Bills Receivable; 

(d) Allowances to Customers; 

(e) Bad Debts; 

(}) Transfers, if any. 

With the totals of this analysis, a Journal Entry will be made debit¬ 
ing or crediting the respective Impersonal Accounts, the corresponding 
credit or debit being given to a Total Debtors’ Account. 

The analysis of the Creditors’ Accounts will show— 

On the credit side; — 

(a) Opening Balances (as included in the opening Statement of 
Affairs); 

(b) Purchases; 

(c) Dishonoured Bills Payable; 

(d) Transfers, if any; and 
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On the debit side:— 

(a) Cash paid and Discounts received; 

(b) Bills Payable; 

(c) Returns Outwards; 

(d) Allowances from Creditors; 

(e) Transfers, if any. 

With the totals of this analysis, a Journal Entry will be made debit¬ 
ing or crediting the respective Impersonal Accounts, the corresponding 
credit or debit being given to a Total Creditors’ Account 

If the analysis is correctly made, the debit balance on the Total 
Debtors' Account must tally with the total of the balances as extracted 
from the Customers* Accounts. Similarly, the credit balance on the 
Total Creditors’ Account should tally with the tqtal of the balances as 
extracted from the various Creditors’ Accounts. 

The unposted items from the Cash Book will now be posted to 
the proper Impersonal Accounts, and the double-entry of all the tran¬ 
sactions would thus be completed. 

Example 107 

You are*given below:— 

(1) The Balance Sheet of Messrs. A. and B. on 1st April 1940. 

(2) The cash transactions for 12 months to 31st March 194L # 

(3) A Summary of the remaining transactions for the year. 


( 1 ) 




Re. 


• Rs. 

Bank Overdraft 

• • • 

5,000 

Cash in hand 

700 

Sundry Creditors 

• •• 

36,0(10 

Bills Receivable ... 

25,000 

Bills Payable 

• • • 

16,000 

Sundry Debtors 

39.000 

Capital:— 

Re. 

Stock of Goods 

75.300 

A 

... 1,10,000 


Plant and Machinery 

47,000 

B 

... 90,000 

'2,00,000 

|_ 

Land and Buildings 

70,000 


Rs. 

,2,57.000 

Rs. 

2,57,000 


( 2 ) 



Rs. 


Rs. 

To Balance in band 1-4-1940 

700 

By Overdraft, 1-4-40 , ... 

5,000 

„ Receipts from Debtors ., 

2.90,000 

„ Salaries ... 

12,000 

„ Bills Receivable 

1,00,000 

„ Wages 

15,800 



„ Bills Payable ... 

1.41,000 



„ Paymontsto Creditors ... 

1,47,000 



„ Office Expenses 

8,000 



„ Drawings by A 

25,000 



„ Drawings by B 

20,000 



„ Balance, 31-3-41:— Re, 




in hand ... 2400 




at Bank ...12,500 | 





34,900 

Rs. 

3.90,700 

Rs. 

3.90,700 
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(3) R*. 

Stlci • • * * »• *• *• •• 4^07,000 

Discount to Customer* .. .. .. .. 2/HJO 

Purchases .. .. .. .. • * . • •• 3,00,000 

Discount received from suppliers .. •• •< 1.000 

Bills Receivable received during the year .. .. . . 1,09,000 

Bills Payable issued during the year .. .. .. 1,50,000 

Stock of Goods on 31st March 1941 .. .. 53,000 

Reserve for Doubtful Debts 5 per cent on Debtors outstanding. 

Provide depreciation on Plant and Machinery at 5 per cent and an L an d and 
Buildings at 2J per cent. 

Prom the above particulars, prepare a Trading and Profit and Loss Account 
for the year ended 31st March 1941, and a Balance Sheet as on that date. 
TRADING AND PROFIT AND LOSS ACCOUNT 
for the year ended 31st March 1941 


To Stock, 1-4-1940 
„ Pure hisses 
„ Wages 

„ Gross Profit o/d. * 

( 

• ■ • 

• • • 

Rs. 

i Rs. 

75,300 

3,00,000 

15,800 

68,900 

By Sale 

„ Stook, 31-3-41 

• ■ • 

Rs. 

Rs. 

4,07,000 

53.000 

4,60,000 

4,60,000 





I 

i 

Rs. 



j Rs. 

To Salaries 

i 

i 

12,000 

By Gross Profit b/d. 

• * • 

! 68,900 

„ Office Expenses 

• • •' 

8,000 



i 

„ Discounts 


1,000 




„ Reserve for Doubtful Debts ...! 

2^50 




„ Depreciation on: — 

Rs. ' 



i 

i 

Plant ft Machinery 

2,350 j 




! 

Laud and Building 

1,750 { 






-; 

4,100 




„ Net Profit transferred to 

Rs. j 





▲ 

20,775 1 



i 


B 

20,775 j 



l 



j, 

41,550 





Rs. j 

68,900 


Rs. j 

68.900 


i. 






BALANCE SHEET OF A. AND B. 
As at 31st March 1941 


Liabilities and Capital Rs. 

Sundry Creditors ...| 38,000 


Bills Payable 

Capital Aooonnts:— 

A—Balance 

Add Share of Profit 

Rs. 

1,10,000' 

20,775 

1 23,000 

Less Drawings 

1,30,775 

25,000 

1,05,775 

B—Balance 

Add Share of Profit 

90,000 

20,775 

Less Drawings 

1,10,775 

20,000 

90,775 




Rs. 

2,57,550 


Assets 

Rs. 

Rs. 

Cash in hand 

2,400 


Cash at Bank 

12,500 

14,900 

Bills Receivable 


34,000 

Sundry Debtors 

Less Reserve for 

45,000 

i 

Doubtful Debts 

2,250 



42,750 

Stook-in-trade 


53/100 

Plant ft Machinery 

Less Depreciation 

47,000 

2,350 

44,650 

Land and Buildings 

70,000 

Less Depreciation 

1,750 

68,250 


Rs. 

2/57,550 
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to £150, and, in addition, ha used £50 worth of goods from his shop, the Fixtures 
were valued at £250 on the 31st December 1913, Brown having expended a further 
£50 on them during the year. From the information, prepare a statement show¬ 
ing Brown’s profit or loss in the business for the year 1913. (C.A.) TJP. 184 

EXERCISE 2 

Robert Webber keeps his books by the “Single Entry” method. His position 
on 31st December 1908, was as follows .‘—Cash in hand £12-10-0; Cash at Bank 
£153; Stock-In-Trade £642-15-0; Sundry Debtors £421-10-0; Fixtures and Fit¬ 
tings £89; Machinery and Plant £981; Sundry Creditors £1,209-15-0. During 
the year, Webber withdrew from the business for private purposes, the sum of 
£480. On the 31st December 1909, Webber's position was as follows: Machinery 
and Plant £1,350-10-0; Fixtures and Fittings £80-10-0; Sundry Debtors £732; 
Stock-itt-Trade £950-10-0; Cash in hand £15; Bank Overdraft £500; Sundry 
Creditors £1,400-10-0. From the above, prepare a statement showing the profit 
made by Webber for the year ended 31st December 1909. No depreciation need 
be written off any of the assets, and no provision for bad and doubtful debts is 
necessary. (L.C.C.) TJP. 185 


EXERCISE 3 


You are given:— 

(1) The Balance Sheet of A and B as on 1st January 1908. 

(2) The cash transactions for 12 months to 31st December 1908. 

(3) A summary of the remaining transactions for that year. 


( 1 ) 

Creditors 
On Bills Payable 
On Open Account 
Capital 
A 
B 


( 2 ) 

To Balance, 1st Jan. 1908 
„ Receipts from debtors 
,. Bills Receivable 


£ 


£ 


Cash at Bankers 

.. 2,000 

.. 800 

Bills Receivable 

750 

.. 1,800 


£ 

£ 

Debtors 

2,000 

5,050 

Leas Reserve for 


5,050 

Discount 

50 

10,100 

— 

- 1,950 


Stock of Goods 

.. 3,000 


Plant and Machinery 

.. 2,000 


Land and Building 

• • 3,000 

£ 12,700 


£ 12,700 



£ 

£ 

By Salaries 

600 

.. 2,000 

„ Wages 

740 

.. 13,500 

„ Bills Payable 

3,660 

4,500 

„ Payments to Creditors 

.. 7,350 


„ Office Expenses 

400 


„ Drawings by A 

750 


„ Drawings by B 

750 


„ Balance 31st Dec. 1908 

.. 5,750 

£ 20,000 


£ 20,000 


(3) £ 

Purchases .. .. .. .. .. .. 15,000 

Discount allowed off Purchases .. .. .. .. .. 50 

Sales .. .. .. .. .. .. 19,000 

Discount allowed off Sales .. .. .. .. .. 100 

Bills Receivable received during the year .. .. .. 4,550 

Bills Payable issued during the year .. .. .. .. 7,750 

Stock of Goods on 31st December 1908 .. ., .. .. 3,500 


You are to write off Depreciation on Plant and Machinery £200, and to pro¬ 
vide Reserves for Land and Buildings £150, and for discount on Debtors £100. 











SmGBUE-KNTmr book-ksktotc 


m 


Prepare the Profit and Loss Account lor the year to 31st December 1938, and 
Balance Sheet as on that date, embodying die transactions under headings (2) 
mid (3) and dividing the Profit equally between A and B. (CA.) TP. 18$ 


EXERCISE 4 


X, Y and Z carrying on business in partnership, keep their books by single 
entry. On 30th June 1915, the statement of their position was 


X 

Y 

Creditors 


£ 

876 

413 

218 


£ 1507 


Cash 

Debtors 

Stock 

Plant 

Z 


£ 

71 

598 

416 

285 

137 


£ 1507 


On 30th June 1916 Cash was £47; Debtors, £714; Stock, £380; Plant, £420 
and Creditors, £351. They Share Profits in the proportions of three-sevenths, two- 
sevenths and two-sevenths,, and they have drawn per week during the year:— 
X, £7; Y, £4; Z, £3. Interest on Capital and Partners’ Overdrafts at 6 per cent. 
Show the position of their Accounts on 30th June 1916, ana how the amounts are 
arrived at. (CA.) TJP. 187 


EXERCISE 5 


A keeps his books by Single-Entry. On January 1st 1909, his Capital was 
£6,900. An analysis of his Cash Book for 1909 gives the following particulars:— 

Debit Side £ 

Received from Sundry Debtors .. .. .. .. .. 6,000 

Paid in on Capital Account .. .. .. .. .. 500 

Credit Side 


Due to Bank, 1st January 1909 
Payments to Sundry Creditors 
General Expenses of Business 
Wages 
Drawings 

Balance at Bank, 31st December 1909 
Balance in Hand 


.. 740 

.. &500 
.. 1,000 
.. 1550 
.. 300 

400 
10 


Debtors at 1st January 1909 were £5500 and at 31st December were £8,800. 

Creditors at 1st January 1909 were £1500 and at 31st December were £1,950. 

Stock at 1st January 1909 was £1,700 and at 31st December was £1,900. 

Plant and Machinery at 1st January 1909 was £2,000 and at 31st December 
was £2,000. 

Furniture and Fittings at 1st January 1909 were £140 and at 31st December 
were £140. 

* « 

From the above materials, prepare a Profit and Loss Account for the year 
ended 31st December 1909, and a Balance Sheet at that date, after providing 5 per 
emit Interest on Capital (ignoring payments in and drawings), 10 per cent Depre¬ 
ciation on Plant, 5 per cent Depreciation .on Furniture, and a Reserve of 5 per 
cent on Sundry Debtors. (CA.) TP. 188 

EXERCISE 6 


You are instructed by W. Robertson who keeps his books by Single-Entry, 
to prepare a Trading and Profit and Loss Account for the yeas ended 30th Septem¬ 
ber 1920, together with a Balance Sheet as at that date. 

Upon analysing the Cash Book for the year, you find the following, viz.;— 


Bank Overdraft at 1st October 1919 
Interest on above and Bank Charges 
W. Robertson’s Drawings 
Manager's Salary 


Rs. 

8,000 

150 

.. 4,000 

.. 2,000 


• • 


• • 
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Salaries and Wages 
Other Business Expenses 
Paid to Trade Creditors 
Balance at Bankers, 30th September 1920 
Balance in hands of Cashier 
Received from Trade Debtors 
Received from Cash Sales 
W. Robertson—Capital at 1st October 1919 
His Stock on hand on 1st October 1919 was Rs. 18,000 and on 30th 

September 1920 .. .. * ■ • • • • 20*440 

His Creditors on 1st "October 1919 were Rs. 16,000 and on 30th 

September 1920 .. .. .. .. 11,000 

His Debtors on 1st October 1919 were Rs. 44,000 and T>n 30th Sep¬ 
tember 1920 . 60,000 

His Furniture on 1st October 1919 was Rs. 2,000 and on 30th Sep¬ 
tember 1920 . 2,000 

His Business Premises on 1st October 1919 was Rs. 30,000 and on 

30th September 1920 .. .. .. .. .. 30,000 

You are to allow 5»per cent interest on the Balance of Capital at 1st October 
1919, to reserve Rs. 3,000 for Doubtful Debts, and to charge 5 per cent Depreciation 
on Business Premises and Furniture. 

In addition to the salary of Rs. 2,000 already paid to the Manager, he is entitled 
to a Commission of 5 per cent upon the Net Profits, after charging such salary and 
commission. 

Make provision for this Commission, and prepare the Accounts as instructed. 

(G.D.A.) TP. 189 


Rs. 

.. 15,000 
.. 15900 
.. 30,000 
.. 4950 

150 

.. 50,000 
.. 30,000 
.. 70,000 


EXERCISE 7 

P and Q are in partnership, and keep their books by Single-Entry. They 
share profits and losses in the proportions of three-fifths and two-fifths respec¬ 
tively, and instruct you to prepare their Balance Sheet as at 30th September 1925, 
together*with a Profit and Loss Account for the year ended that date. 

Upon analysing the firm's Cash Book for that period, you find the following:— 

Bank Balance, 1st October 1924, Rs. 4,000; P’s Drawings, Rs. 4,500; Q’s Draw¬ 
ings, Rs. 3,000; Paid to Trade Creditors (including Bills Payable), Rs. 38,000; 
Wages, Rs. 11,000; Salaries, Rs. 5,000; Other Trade Expenses, Rs. 13,255; Received 
from Trade Debtors (including Bills Receivable), Rs. 53,645; Bank Balance, 30th 
September 1925 (Overdraft), Rs. 1,500; Cash in hand, 30th September 1925, Rs. 200; 
and Receipts from Cash Sales, Rs. 15,810. 

The respective capitals of P and Q at 1st October 1924 were Rs. 40,000 and 
Rs. 10,000. Particulars of the other Assets and Liabilities of the firm are as 
follows: — 


Stock on hand 

• • 

• • 

1st Oct. 1924 
Rs. 

.. 19900 

30th Sep. 1925 
Rs. 

25,000 

Debtors 

• ■ 

• • 

.. 25,000 

19955 

Creditors 

• • 

• ■ 

.. 22,000 

7,000 

Bills Receivable .. 

• • 

• e 

5,000 

7,000 

Business Premises 

• • 

• * 

.. 20,000 

20,000 

Bills Payable ... 

Office Furniture 

• • 

• • 

% • 

.. 3,000 

1,200 

1900 


Under the Partnership Deed, 5 per cent interest on Partners’ Capital is to be 
a charge to Profit and Loss Account (ignore drawings), and Q is also entitled 
to be credited with A commission of 6 per cent upon the net profits divisible be¬ 
tween the partners after charging such commission. 

Reserve Rs. 1500 for Doubtful Debts, and write off 5 per cent depredation 
on Business Premises and Office Furniture. TP. 199 

EXERCISE 8 

t. 

The Books of H and S on 1st October 1924, showed the following position:— 
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Rs. 


Rs. 

Capital 

1,600 

Goodwill 

61» 

Profits undrawn 

1461 

Fittings and Furniture 

467 

Sundry Creditors 

807 

Sundry Debtors 

1261 



Cash at Bank 

422 


$ 


During the six months ending 31st March 1925, the accounts of the business 
bad been very imperfectly recorded, but an analysis of the bank transactions dia* 
closed the following:— 

t 


Rs. 

Receipts from Customers .. 7,080 

Drawings of Partners .. 2,720 

Payments for Salaries, etc. .. 610 


Rs. 

Payments to. Creditors 3,012 

Payments for Rent, etc. 315 

Sundry Expenses .. 128 


No account was taken of the Stock, but a Schedule of Debtors totalled to 
Rs. 1,890, and that of the Creditors to Rs. 535. 

Prepare a Bank Account, a Trading and Profit and Loss Account and a Balance 
Sheet, as at 31st March 1925. (B. Com.) TJP. 191 


EXERCISE 9 

A retail trader had not kept proper books of accounts, but from the following 
details, you arc required to ascertain the profit or lqss for the year ended 30th 
June 1925, and also to prepare Statement of Affairs os at that date:— 


Stock-in-Trade 
Sundry Creditors 
Sundry Debtors 
Cash-in-hand 


1st July 30th June 


1924 

1925 

Rs. 

Rs. 

16,700 

18,500 

15,400 

14,000 

11200 

10.500 

250 

1200 


Bank Overdraft 
Bills Receivable 
Fixtures, Fittings, 
Motor Van 


1st July 30th June 
1924 1925 

Rs. Rs. 

- .. 20,200. 19,400 

.. 15.050 J4200 

etc. 1,500 1,500 

1,900 1,900 


The drawings during the year amounted to Rs. 2,600. Depreciate Fixtures, etc. 
by 10 per cent and write Rs. 300 off Motor Van. As regards the Debtors, it is 
ascertained that Rs. 500 are irrecoverable, and a further reserve of 5 per cent 
should be made. Also reserve Rs. 700 in respect of Bn:.: Receivable. TJP. 192 


EXERCISE 10 

The following is the Balance Sheet of Mr. Dandy, • a manufacturer, on 30th 
June 1924:— 


Liabilities Rs. 

Sundry Creditors:— Rs. 

For Goods (Net) .. 65,000 

„ Wages .. 1,400 

„ Travelling 

Expenses .. 850 

- 67250 

Due to Bankers 24,000 

Dandy’s Capital .. 1,31200 


Rs. 2,22,750 


• Assets 


Rs. 

Freehold Buildings .. 
Plant and Machinery 

45,000 


33,000 

Cash-in-hand 


750 

Sundry Debtors 

Less Estimated 

52,000 


Discounts 

4,000 

48,000 

Stock 

• * 

96200 


Rs. 

222,750 


His books are kept by Single-Entry and the following la an analysli of his 
cash transactions fat vie year ended 30tn June 1925:— 
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Receipts 

In hand, 30-6-1924 
From Bankers 
From Customers 
Additional Capital 


Rs. 

750 

.. 1,91,800 
.. 2,06,450 
.. 20,000 


„ Rs. 4,19,000 


Payment 

Bankers 
For Goods 


- Wages 

„ Carriage Inwards 
„ Carriage Outwards 
„ Salaries 

„ Travelling Expenses 
„ Trade Expenses 
„ Private Drawings 
In hand, 30-6-1925 


Rs. 

2,13,000 

91,250 

59,000 

4,400 

7,000 

12.500 

5.500 

7.500 
18,000 

850 


Rs. 4,19,000 


His bankers have debited him with Rs. 1,200 for interest and bankers’ charges 
are not included in the foregoing cash statement. On 30th June 1925, he owed 
to Sundry Creditors for (foods Rs. 56,000, for wages Rs. 700, for Trade Expenses 
Jls. 1,450, and for Carriage Outwards Rs. 1,000. The value of the Stock was 
Rs. 1,04,000. The Sundry Debtors amounted to Rs. 65,000, but of these Rs. 4,000 
were bad, and the estimated discounts on the good debts were Rs. 4,500. The 
discounts allowed during the year on receipts from customers amounted to Rs. 14,500. 
The rate of Depreciation on the Buildings was fixed at 2 per cent per annum 
and on the Plant and Machinery at 10 per cent per annum. Prepare Balance Sheet 
on 30th June 1925, and Trading and Profit and Loss Account for the year, ignoring 
interest on Capital and on Drawings. TJ*. 193 


EXERCISE 11 

Mr. J. Portlock whose accounts are recorded by Single-Entry only, with 
Rs. 1,000 lent him by his wife and Rs. 2,000 of his own, acquired a Retail Business 
of which he took possession on 1st January 1927. 

Of the acquisition price Rs. 750 was attributed to Goodwill, Rs. 250 to Furni¬ 
ture, Fixtures and Fittings, Rs. 1,750 to Stock, and Rs. 250 was retained as Work¬ 
ing Capital, of which Rs. 200 was paid into the Bank. During the year, Mr. Port- 
lock's takings amounted to Rs. 11,500 of which Rs. 10,900 was paid into the Bank, 
the remainder being in part utilised for cash payments. The payments out of 
the Bank and Cash during the year were as under: — 

Rs. 

Purchases .. .. .. ■. .. .. .. 7,800 

Salary, Head Assistant .. .. .. .. .. .. 250 

Wages .. .. .. .. .. .. .. 820 

Trade Expenses .. .. .. .. .. 360 

Rent, Rates and Taxes— 

Business Proportion .. .. .. .. .. 296 

Personal .. .. • .. .. .. .. 148 

Payments made for Domestic Purposes .. .. .. .. 120 

Drawings .. .. .. .. .. .. 1,200 

At the close of the year, Mr. Portlock’s stock was of the value of Rs. 1,875. He 
owed Sundry Creditors for goods Rs. 675, and there was owing to him for goods 
sold Rs. 750. The Balance at the Bank was Rs. 275. 

i 

, Provide 5 per cent Iqr Depreciation on Furniture, Fittings and Fixtures, Inter¬ 
est at 5 per cent per annum on Wife's loan, Rs. 50 for Doubtful Debts. Prepare 
Cash Account, Bank Account, Profit and Loss Account for the year ended 31st 
December 1927 and the Balance Sheet as on that date. TJP. 194 


EXERCISE 12 

The following is the statement of affairs as at 31st March 1928 of Young and 
Bell, who are in partnership sharing profits and losses in the proportions of 2j3rds 
and l|3rd respectively. 

From the particulars given hereunder, prepare as at 31st March 1929 (a) a 
Statement of Profit, apportioning the balance between Young and Bell; and (b) 
-a Statement of Affairs as at that date. 
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YOUNG AND BELL 


Statement of Affairs os at Slat March 1988 


Capital Accounts:— 

Young 

Rs. 

20,000 

Rb. 

Plant and Machinery 
Freehold 

Furniture and Fittings 


Ra. 

4,000 

12,000 

1,000 

Bell 

8,000 


Stock 


7,000 

Bills Payable ' 

■ • 

28,000 

1,000 

Sundry Debtors 

Bills Receivable 


13,000 

3,000 

Sundry Creditors 

« ■ 

12,000 

Bank 


990 

rs7 

41,000 

Cash 

• 

Rs. 

10 

41,000 


Hie position as at Slst March 1929 was as follows:— 

Cash at Bank Rs. 1,500; Cash in hand Rs. 100; Sundry Creditors Rs. 19,000; 
Bills Payable Rs. 1,200; Sundry Debtors Rs. 5,000; Bills’Receivable Rs. 3,800. The 
Stock on hand amounted to Rs. 8,400. Young’s drawings during the year had 
been Rs. 3,000 and Bell had drawn Rs. 1,200. Young withdrew the sum of .Rs. 4,000 
on 30th September 1928 from his Capital Account. Depreciate Machinery and Plant 
by 5 per cent, Furniture and Fittings by 10 per cent and allow interest on partners' 
Capitals at the rate of 5 per cent per annum. Ignore interest on Drawings. TJP. 19$ 


CHAPTER XIX 

SELF-BALANCING LEDGERS * 

SUB-DIVISIONS OF LEDGER 

In a small concern, it would not be difficult to accommodate the 
whole of the transactions of the business in one Ledger. Whet£ how¬ 
ever, the transactions become voluminous, the Ledger will have to be 
sub-divided, and the sub-division may take the following shape. Thus, 
there may be— 

(a) A Customers’ Ledger or Sales Ledger to accommodate the ac¬ 
counts of customers only ; 

(b) A Suppliers’ Ledger or Purchases Ledger to contain accounts 
of suppliers of goods; and 

(c) An Impersonal Ledger or a Nominal or General Ledger which 
would include all accounts other than those of customers and suppliers. 

(d) Sometimes, there is also maintained a Private Ledger in which 

would be embodied accounts of a private nature, such as accounts of 
loans borrowed, Capital Account, etc. and this Ledger would be kept 
and written up by the proprietor. • • 

Where the business assumes still larger proportions, one Customers’ 
Ledger may not suffice, and it may then be found necessary to further 
sub-divide the Customers’ Ledger either alphabetically, topographically 
or departmentally. Thus, there might be one Sales Ledger containing 
accounts of customers whose names begin with A to M, and another 
one for names commencing from N to Z. Similarly, the Sales Ledger 
may be sub-divided to contain accounts of customers of different dis¬ 
tricts or localities, or the sub-division may take the shape of a separate 
Sales Ledger for each department of the business. The sub-division 
of the Bought Ledger may also be done on similar lines, if need be. 
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Hie classification of Ledger Accounts as also the sub-division of Ledgers 
will always have to be done with due regard to the nature and require¬ 
ments of the business. 


SELF-BALANCING FACILITATES AGR1 




NT OF BOOKS 


The complete agreement of a Trial Balance prepared from the books 
of account of a business is of very great importance. Even though the 
Trial Balance might disagree by a small amount, it is not desirable to 
allow such a difference to pass, for there is every possibility of large 
discrepancies being concealed behind this apparent small difference. 
Where the business a small one and all the accounts are accommo¬ 
dated in one Ledger, it will not be a difficult matter to run through the 
whole of the transactions in the event of a disagreement of the Trial 
Balance. But in a large business where several Ledgers would be in 
use, it would entail ai> enormous amount of time and labour to locate 
the error or errors in the event of the Trial Balance disagreeing. It is 
for the purpose of obviating this inconvenience and annoyance at the 
time of the periodical balancing that the system of Self-balancing of 
Ledgers is devised. 


WHAT SELF-BALANCING SYSTEM MEANS 

Under this system, it is possible to construct a complete Trial 
Balance from each Ledger separately without any reference to the ac¬ 
counts in the other Ledgers. As a result of each Ledger being thus 
balanced separately, the error or errors would be easily localised, for 
in case of disagreement of the Trial Balance of any one Ledger, only 
the entries recorded in that particular Ledger will have to be re-checked, 
and it would not be necessary to go over the transactions entered in 
those ledgers whose Trial Balances agree. 

CLASSIFICATION OF LEDGER ACCOUNTS NECESSARY 

For a proper working of the Self-Balancing System, the classifica¬ 
tion of Ledger Accounts must receive most careful attention. Thus, 
the accounts of all Customers only must be accommodated in one or 
more Ledgers. Similarly, the accounts of the Trade Creditors, i.e., sup¬ 
pliers of goods should be arranged in quite another Ledger. All the 
remaining Accounts should then be accommodated in yet another 
Ledger. The Ledgers including the accounts of customers are variously 
known as either Customers’ Ledgers, Debtors’ Ledgers, Sold Ledgers 
or Sales Ledgers. Those including the accounts of Trade Creditors are 
styled either Creditors' Ledgers, Suppliers’ Ledgers, Bought Ledgers or 
Purchases Ledgers. The Ledger wherein are found all the remaining 
accounts is variously styled General Ledger, Nominal Ledger or Im¬ 
personal Ledger. 

WORKING OF SELF-BALANCING LEDGERS 

Having sub-divided the Ledgers as abovesaid, the additional 
accounts and entries necessary to set the system of sell-balancing 
Ledgers into motion will be as follows. For the purpose of illustration, 
let us assume that a business has three Ledgers in use, viz., a Bought 
Ledger, a Sold Ledger and a General Ledger. 

At the end of each Personal or Trade Ledger, an extra Adjustment 
Account will be opened in the name of the General Ledger. Thus, in 
the Bought Ledger as also in the Sold Ledger an account called 44 Ge- 
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neral Ledger Adjustment Account ” mil be opened. Similarly, an extra 
Adjustment Account will have to be opened in the General Ledger lor 
each of the Personal Ledgers. Thus, in the General Ledger there will 
be two extra adjustment accounts, one called “ Bought Ledger Adjust¬ 
ment Account” and the other “ Sold Ledger Adjustment Account ”, To 
the Adjustment Accounts in each Ledger will be posted contra entries 
to those that are already recorded in the same Ledger. In order to 
save unnecessary clerical labour, these contra entries will be made in 
monthly or other periodical totals. Since every entry in the Ledger 
has its contra posting (in totals) on the Adjustment Account .which is 
opened at the end of each Ledger, the Double Entry of every transaction 
is recorded in the same Ledger. Evidently, therefore, a separate Trial 
Balance can be extracted from each Ledger in which the balance on 
the Adjustment Account opened at the end of the Ledger should also 
be included, and such a Trial Balance must agree, if the transactions 
are recorded correctly. If the Trial Balance of any Ledger disagrees, 
it will be necessary to re-check only those transactions which are re¬ 
corded in that particular Ledger. The search for errors is thus brought 
within a very narrow area by eliminating the checking of such transac¬ 
tions as have been recorded in those Ledgers whose Trial Balances 
agree. 

ADDITIONAL COLUMNS IN SUBSIDIARY RECORDS 
NECESSARY 

For the purpose of self-balancing each Ledger, the .postings to the 
different Adjustment Accounts in the various Ledgers are made in 
monthly or other periodical totals, and these totals are to be 
taken from the various Subsidiary Books. It is essential, there¬ 
fore, to rule the Subsidiary Books in such a way that the 
periodical totals of the transactions posted in each Ledger can 
be obtained from the particular Subsidiary Books wherein 
those transactions are primarily recorded. Thus, where there happen 
to be more than one Sales Ledger, the Sales Book, the Returns Inwards 
Book and the Bills Receivable Book will be ruled to have an extra 
column for each of the Debtors’ or Sales Ledgers. Similarly, the Pur¬ 
chases Book, the Returns Outwards Book and the Bills Payable Book 
should be ruled to have extra columns for t.«ch of the Creditors’ or 
Bought Ledgers, if more than one Bought Ledger is in use. The Cash 
Book receipts side as well as the payments side and also the Journal will 
be ruled with extra columns for each of the Trade Ledgers. The reason 
why each side of the Cash Book should have a .column for each Trade 
Ledger is that sometimes payments maylhave to be made to some cus¬ 
tomers by way of refund of over-payments made by them, and similarly, 
some creditors may return to us overpayments made to them. 
Although such transactions are not numerous, a special analysis will 
have to be prepared for such transactions, if the system of sectional 
balancing is to function properly in the absence of such columns. 

For a proper understanding of the detailed working of the system 
of Self-Balancing Ledgers, it is now desirable to take each Personal 
or Trade Ledger separately and see what additional steps are needed 
to make it self-balancing. 

STEPS TO MAKE BOUGHT LEDGER SELF-BALANCING 

For the purpose of self-balancing the Bought Ledger, an extra 
account called the “General Ledger Adjustment Account” will be 
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opened at the end of the Bought Ledger, and a “ Bought Ledger Adjust* 
ment Account ” will be opened in the General Ledger. 

Credit Purchases.—As usual, the various Personal Accounts in the 
Bought Ledger would be credited individually and the Purchases Ac¬ 
count in*the General Ledger would get the periodical debit in total 
from the Invoice Book. Thus, so far as postings of entries from the 
Invoice Book are concerned, it is the Bought Ledger that receives all 
the credits and the General Ledger that gets the debits. The entries 
to the Adjustment Accounts for the purpose of self-balancing the post¬ 
ings from the Purchases Book would, therefore, be the reverse of the 
original entries. With the periodical totals of the Purchase Book, the 
General Ledger Adjustment Account in the Bought Ledger would be 
debited and the Bought Ledger Adjustment Account in the General 
Ledger credited. Thte would serve to self-balance both the Bought 
Ledger as also the General Ledger, so far as the postings from the In¬ 
voice Book are concerned. 

Cash Paid to Creditors .—In regard to the payments made to the 
creditors, the entries would be to debit the accounts of the various 
parties in the Bought Ledger, and to credit Cash', Bank or Discount. 
The latter accounts relate to the General Ledger. It is the Bought 
Ledger, therefore, that gets all the debits and the General Ledger the 
credits in regard to payments to Creditors. To self-balance these two 
Ledgers, it would be necessary to make a reverse entry. With the 
total of the Cash paid to creditors and discount received from them, 
debit the Bought Ledger Adjustment Account in the General Ledger, 
and credit the General Ledger Adjustment Account in the Bought 
Ledger. To obtain the periodical amount of total payments made to 
creditors and the discount allowed by them, there would be kept a sepa¬ 
rate cdlumn headed Bought Ledger on the payments side of the Cash 
Book. The total of the cash paid and discount received would be 
entered in this column each time that a payment is made to a creditor, 
besides being recorded in the Discount and Cash or Bank columns. The 
monthly or other periodical totals of this column will represent the total 
payments made to creditors during the period. Such an extra entry 
made at each periodical interval will again help to self-balance both the 
Ledgers concerned, to the extent of the postings relating to payments to 
creditors. 

Bills Accepted .—In regard to the Bills drawn by the creditors and 
accepted by the trader, the postings from the Bills Payable Book would 
be to debit the individual accounts of the creditors in the Bought Ledger 
and credit the Bills Payable Account which appears in the General 
Ledger. It is the Bought Ledger, therefore, that gets the debits and 
the General Ledger that gees credits in regard to acceptances granted. 
To self-balance the two. Ledgers, a reverse entry will be made with the 
periodical total of the Bills Payable Book, debiting the Bought Ledger 
Adjustment Account in the General Ledger, and crediting the General 
Ledger Adjustment Account in the Bought Ledger. 

Purchase Returns .—On the goods being returned to the creditors, 
the individual accounts of the parties in the Bought Ledger are debited, 
and the Returns Outwards Account in the General Ledger is credited 
with the periodical totals of the Returns Outwards Book. A reverse 
entry with the periodical totals can now be made debiting the Bought 
Ledger Adjustment Account in the Generad Ledger, and crediting the 
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General Ledger Adjustment Account In the Bought Ledger, to self- 
balance the two Ledgers. 

Allowances from Creditors .—Any allowances received from credi¬ 
tors would b® passed through the Journal debiting each creditor’s 
account individually, and crediting Allowances Account For self¬ 
balancing purposes, the periodical contra entry would be to debit the 
Adjustment Account in the Ledger which originally got the credits, 
and to credit the Adjustment Account in the Ledger which originally 
got die debits in this behalf. 

Trial Balance of the Bought Ledger .—After completing the above- 
mentioned adjusting entries, it will be noticed that every debit or credit 
in the Bought Ledger has a corresponding credit or debit in the same 
Ledger, due to the periodical totals of these transactions having been 
posted on the contra sides of the adjustment accounts opened therein. 
It is therefore possible to extract an independent Trial Balance of that 
Ledger including the balance of the General Ledger Adjustment 
Account. Most of the individual balances will be on the credit, but the 
balance of General Ledger Adjustment Account will'naturally be on the 
debit, and will equal the total of the credit balances. 

Note .—It is important to note that as a result of the entries passed 
to self-balance the Bought Ledger, the General Ledger has also become 
self-balanced, so far as the postings of transactions with the Trade 
Creditors are concerned. 

• jr 

STEPS TO MAKE SOLD LEDGER SELF-BALANCING 

In order to self-balance the Sold Ledger, a General Ledger Adjust¬ 
ment Account will be opened at the end of the Sold Ledger, and a 
Sold Ledger Adjustment Account at the end of the General Ledger. 

Credit Sales .—The original entry in regard to credit sales is to debit 
the individual account of the customer in the Sold Ledger with each 
item of Sale, and credit the Sales Account in. the General Ledger with 
the periodical totals of the Day Book. Thus, the Sold Ledger gets 
all the debits and the General Ledger gets the corresponding credits 
in regard to the credit sales. In order to self-bulance the two Ledgers, 
a reverse entry will be made with the periodical totals of the Day 
Book, debiting the Sold Ledger Adjustment Account in the General 
Ledger and crediting the General Ledger Adjustment Account in the 
Sold Ledger. 

Receipts from, Customers .—On the cash being received from cus¬ 
tomers, their accounts in the Sold Ledger are credited, and Discount 
and Cash or Bank are debited, the latter accounts being related to the 
General Ledger. Thus, the General Ledger gets all the debits and the 
Sold Ledger gets the'credits in regard to recoveries from customers. 
To self-balance the two Ledgers, the reverse entry would be to debit- 
the General Ledger Adjustment Account in the Sold Ledger and credit 
the Sold Ledger Adjustment Account in the General Ledger with the 
total cash received from the customers and the discount allowed to 
them. As the receipts side of the Cash Book will contain other items 
besides the amounts recovered freon customers, the total receipts from 
customers for any period can be ascertained, only by keeping a separate 
column headed Sold Ledger on the Receipts tide of the Cash Book. In 
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this column, the total of Cash received from each customer and the 
discount allowed to him will be entered in addition to the usual entry 
in the Discount and Cash or Bank Columns. The periodical total of 
this column will represent total receipts from the customers during the 
period, and it is this amount with which the contra adjusting entry as 
stated above will be made. 

Bills Receivable .—On receipt of Bills duly accepted by customers, 
the accounts of the customers concerned in the Sold Ledger are cre¬ 
dited, and the Bills Receivable Account in the General Ledger is debited 
with the periodical totals of the Bills Receivable Book. For self-balanc¬ 
ing purposes, a reverse entry would have to be made with the periodical 
totals of the Bills Receivable Book, debiting the General Ledger Ad¬ 
justment Account in the Sold Ledger and crediting the Sold Ledger 
Adjustment Account in the General Ledger. 

Sales Returns .—The original postings from the Returns Inwards 
Book in regard to the returns from customers are to the credit of the 
individual customers in the Sold Ledger, and to the debit of the Returns 
Inwards Account in the General Ledger, in periodical totals. To self¬ 
balance the Ledgers in regard to these transactions, a reverse entry 
must be made debiting the General Ledger Adjustment Account in the 
Sold Ledger and crediting the Sold Ledger Adjustment Account in the 
General Ledger, with the periodical totals of the Returns Inwards Book. 

Bad Debts .—When a Bad Debt is written off, the account of the cus¬ 
tomer who fails is credited in the Sold Ledger and the Bad Debts Ac¬ 
count is debited in the General Ledger. All such Bad Debts written off 
monthly should be ascertained from the Ledger and a reverse entry 
should be made with this amount debiting the General Ledger Adjust¬ 
ment Account in the Sold Ledger and crediting the Sold Ledger Adjust¬ 
ment Account in the General Ledger. 

Sold Ledger Trial Balance. —After making the abovementioned ad¬ 
justing entries, it will now be possible to extract a separate Trial Balance 
of the Sold Ledger, since the Double Entry of every transaction is com¬ 
pleted therein. The balances on the Personal Accounts will generally 
be on the debit, but the balance on General Ledger Adjustment Account 
will be on the credit to counter-balance these. 

Note .—It may here be pointed out that as a result of the Self-balancing of the 
Sold Ledger having been brought about by means of extra entries the contra effect 
of which has gone in the General Ledger, the latter Ledger has also become self- 
balanced, so far as the transactions with the customers are concerned. 

SELF-BALANCING OF THE GENERAL LEDGER 

After the Bought and Sold Ledgers are balanced sectionally, no 
further adjusting entries will be necessary to self-balance the General 
Ledger, since every time, a debit or credit in respect of a self-balancing 
entry was made in the Bought or Sold Ledger, the contra credit or 
debit was simultaneously made in the Bought Ledger Adjustment Ac¬ 
count or the Sold Ledger Adjustment Account which appears in the 
General Ledger. The Bought Ledger Adjustment Account in the Gene¬ 
ral Ledger thus represents a summarised Creditors’ Account, and the 
Sold Ledger Adjustment Account represents a summarised Debtors* 
Account. It is possible, therefore, to extract the Trial Balance of the 
General Ledger now separately without reference to the balances in the 
Bought and Sold Ledgers, by including therein the balances of the 
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Bought Ledger Adjustment Account and the Sold Ledger Adjustment 
Account, which appear at the end of the General Ledger. 

It need hardly be pointed out that in regard to the numerous other 
transactions, which do not relate either to customers’ or suppliers’ ac¬ 
counts, no extra adjustment entry will be necessary for self-balancing 
purposes inasmuch as both the original debit as well as the credit in 
respect of each such transaction would have found its place in the Gene¬ 
ral Ledger. Taking the case of payment of staff salaries, we find that the 
Salaries Account and the Cash Account or the Bank Account both relate 
to the General Ledger. Let us take the case of.cash received on ac¬ 
count of a Bill Receivable. Here also, we find that the Cash Account 
and the Bills Receivable Account both belong to the General Ledger, 
and the original debit as well as the credit in respect of this transaction 
having appeared in the same Ledger, no self-ballncing entry would be 
called for. Instances can thus be multiplied, and a little thought will 
make it clear to the reader, that It is only in case of such transactions in 
respect of which the original debit or credit may have gone in any one 
of the Trade or Personal Ledgers and the corresponding credit or debit 
in the General Ledger, that contra entries to self-balance both these 
Ledgers would be needed. 

Another point which needs to be mentioned here is that the debit 
balance as shown by the Debtors’ Ledger Adjustment Account appear¬ 
ing in the General Ledger on any particular date must necessarily tally 
with the total of the Customers’ Ledger balances as extracted from the 
Sales Ledger on that same date. Similarly, the credit balance appear¬ 
ing on the Creditors’ Ledger Adjustment Account in the General Ledger 
on any one date must necessarily tally with the total amount of tile List 
of Creditors obtained from the Creditors’ Ledger, as at the same date. 
In other words, the Debtors’ Ledger Adjustment Account and the Cre¬ 
ditors’ Ledger Adjustment Account in the General Ledger always re¬ 
present summarised accounts of Debtors and Creditors respectively. 

BUYING AND SELLING TRANSACTIONS WITH SAME PARTY 

Where transactions in buying and selling take place with the same 
party, as it does happen sometimes, it is necessary for the purpose of 
self-balancing that two separate accounts of the party should be opened, 
one in the Debtors’ Ledger to record our sales to him, and the other 
in the Creditors’ Ledger to record our purchases from him. At periodi¬ 
cal intervals, however, on our settling account with the party, it would 
be necessary to transfer the balance of one account into the other. 
Such a transfer would be made through the Journal, and the question of 
passing contra adjustment entries for self-balancing purposes should not 
then be overlooked. 

For every such transfer from one Trade Ledger to another Trade 
Ledger, it will be necessary to make two extra adjustment entries in 
order to self-balance the Ledgers. For instance, if a debit balance of 
Rs. 100 on A’s Account in the Sold Ledger is transferred to his account 
in the Bought Ledger, the two adjustment entries would be as follows :— 
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I General Ledger AdjmtmaDt Aoeount 
| (in the Sold Ledger.) 

! To Sold Ledger Adjustment Aoooont 
j (in the General Ledger.) 


I - Bought Ledger Adjoetment Aoooont 
(in the General Ledger.) 

| To General lodger Adjoetment Aoooont 
I (in the Booght Ledger.) 



These two entries will serve not only to self-balance the Bought 
and Sold Ledgers but will also adjust the Bought and Sold Ledger Ad¬ 
justment Accounts in the General Ledger. The important point to note 
is that these accounts reflect in a summarised form the total position of 
the Creditors and the Debtors as detailed in the Creditors and the 
Debtors Ledgers respectively. It follows, therefore, that whenever any 
self-balancing entry is made in any of the Personal Ledgers, the contra 
posting thereof must be made on the Adjustment Account representing 
that Ledger in the General Ledger. 


ADVANTAGES OF SELF-BALANCING SYSTEM 

The advantages arising from the introduction of the system of Self¬ 
balancing Ledgers may be summed up as under : — 

(1) It helps towards a speedy detection of errors in case of dis¬ 
agreement of a Trial Balance in a large business, and thus greatly faci¬ 
litates preparation of Final Accounts, soon after the completion of the 
financial period; 

(2) It fixes the responsibility of each Ledger-keeper as to the 
balancing of the Ledger or Ledgers under his charge; 

(3) Coupled with a sound system of internal check, it helps to pre¬ 
vent or detect fraud on the part of those in charge of any of the Trade 
Ledgers; and 

(4) It helps considerably towards the preparation of interim ac¬ 
counts, whenever required, without having recourse to the extraction 
of balances from the Personal Ledgers. 

Example 108 

In a business where the system of Self-balancing of Ledgers is adopted, there 
are two Bought Ledgers, viz. (1) Local, and (2) Foreign; three Sold Ledgers, viz. 
(1) Bombay, (2) Calcutta, and (3) Rangoon; and one General Ledger. Give 
pro forma re lings of the Cash Book, Sales Book, Purchases Book, Bills Receivable 
Book, Bills Payable Book and the Journal suitable for that business. 


SALES BOOK 


Date 

Parti o alar* 

i 

|l.p. 

1 ! 

j Total ! 

i ! 

Sold Ledgers 

Bombay i 

I Calcutta j 

Rangoon 


i 

1 

1 



i 

i 

t 

t 

i 

• 








Particular* 



_ Bought Led gar* 
Local { Foreign 


CASH BOOK (Receipts Side) 


Particular* 





Sold Ledger* 


Bought Ledger* 


Bombay Calcutta! Rangoon I Local Foreign 

i •) I 


CASH BOOK (Payments Side) 


Particular* 


! 

<*; ! § 
d ! 8 


j Bought Lodger* 


Sold Ledger* 


Local | Foreign' Bombay! Calcutta Rangoon 


JOURNAL 


Sold Ledger* 


Bought Ledger* 


Particular* 


k 4 ^ r " | ^ r ' j Bombay ‘Calcutta Rangoon! Local ! Foreign 
! Dr. Cr. | Dr. Cr. ! Dr. Cr. j Dr. Cr. | Dr. Cr. 


Note. —It should be noted that where the original debit as well as the credit 
regarding any entry both relate, to accounts whidh belong to the General Ledger, 
no additional self-balancing entry would be needed, and, therefore, there will be 
no extension of their corresponding figures in the additional columns provided. 


(Forms of Bills Receivable and Bills Payable Books are on the next page) 


Example 109 

In a business three Ledgers are kept in use, viz: (1) a Debtors’ Ledger, (2) 
a Creditors’ Ledger and (3) a General Ledger, which are kept on the Self-balancing 
System. Hie following is a summary of the transactions with the Debtors and 
Creditors of'the business for the month of January 1941. Make the necessary 
Journal Entries to self-balance the Ledgers and open the necessary Adjustment 
Accounts in the respective Ledgers. 


















BILLS RECEIVABLE BOOK 
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DOUBLE-XNTRT BOOK-KOEPIWtJ 


JOURNAL ENTRIES— (Conid.) 




L.F. 

Ra. 

Ra. 


Creditors’ Ledger Adjustment Account ...Dr. 

To General Ledger Adjustment Account 
(in the Creditors’ Ledger) 

(Cash paid to and discount allowed by credi¬ 
tors as per special column in the Cash Book.) 


25,500 

25,500 


Creditors'Ledger Adjustment Account ...Dr. 

To General Ledger Adjustment Account 
(in the Creditors’ Ledger) 

(Bills accepted as per Bills Payable Book.) 


3,750 

3,750 


Creditors’Ledger Adjustment Account ...Dr. 

To General Ledger Adjustment Account 
(hi the Creditors’ Lodger) 

(Returns Outwards as per Returns Outwards 

Book.) 


1,500 

1,500 

■ 

1 Creditors’ Ledger Adjustment Account ...Dr. 

I To General Ledger Adjustment Account 

| (in the Creditors’ Ledger) 

| (Allowances made by creditors during the year.) 


. 375 

375 


GENERAL LEDGER ADJUSTMENT ACCOUNT 
(In the Debtors’ Ledger) 


1941 


Rs. 

1941 


Ra. 

Jan. 31 

To Debtors’ Ledger 
Adjustment Acoount 
Bank 

19,500 

Jan. 1 
„ 31 

By Balance b/fd. 

„ Debtors' Ledger 
Adjustment Acoount 

40,000 

2^,500 


Discount. 

500 


Credit Sales 


Bills Receivable ... 
Returns Inwards ... 
Allowances 

Bad Debts 
„ Balance e/d. 

7.500 

2.195 

680 

1.125 

33,940 


Bills dishonoured ... 

940 


Rs. 

65,440 

1 

1941 
Feb. 1 

Ra, 

By Balance b/d. 

65,440 

33,940 


GENERAL LEDGER ADJUSTMENT ACCOUNT 
(In the Creditors’ Ledger) 


1941 

- 

Rs. 

t 

1941 r 

Ra. 

Jan. 1 
„ 31 

To Balance b/fd. 

„ Creditors’ Ledger 
Adjustment A/o.:— 
Purchases 

46.250 

11.250 

Jan. 31 

By Creditors’ Lodger 
Adjustment A/o.:— 
Bank 

Disoount 

Bills Payable 
Returns Outwards... 
Allowances 
„ Balance c/d. 

24,690 

810 

3.750 

1,500 

375 

36375 

1941 
Feb, 1 

Ra. 

57,500 


Re. 

57300 

To Balance b/d. 

26,375 
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DEBTORS’ LEDGER ADJUSTMENT ACCOUNT 
(In the General Ledger) 


1941 
Jan. 1 


1941 
Feb. 1 


* 

1 

i 

1 

Rs. 

1941 

1. 

Rs. 

To Balanae b/fd, ...: 

40,000 

Jan. 31 

By General Ledger 


„ General Ledger 1 



Adjustment Account :• 


Adjustment Account:-; 



Bulk 

19,500 

Credit Sales ...j 

24,500 


Discount 

500 

Bills dishonoured ...; 

940 


Bills Receivable 

7,500 

5 1 



Returns Inwards ... 

2,195 

1 1 



Allowances 

680 

i 



Bod Debts 

1,125 

i | 

i 

i 



„ Balance o/d. 

33.940 

! Rs. j 

i 

65,440 


• Rs, 

65,440 

i To Balance b/d. 

33,940 

’ 




CREDITORS’ LEDGER ADJUSTMENT ACCOUNT 
(In the General Ledger) 


1941 

i 

; 

Rs. 

. 1941 


Rs. 

Jan. 31 

To Creditors’ Lodger 
Adjustment Aooount 
Bank ...; 

Discount ...: 

Bills Payable ... 

Returns Outwards .... 
Allowances 
„ Balance o/d. 

24,690 

810 

3,750 

1,500 

375 

26,375 

Jan. 1 
31 

By Balance b/fd* 

„ Creditors’ Ledger 

Ad j ustrnont Account— 
Purchases 

46.250 

11.250 

• 


R a. ! 

i 

57,500 

1941 
Fdb. 1 

Rs. 

57,500 


i 


By Balance b/d. 

26,375 


'Note .—From the above illustration, it will be clear that the General Ledger 
Adjustment Account in the Debtors’ Ledger has its counterpart in the Debtors’ 
Ledger Adjustment Account appearing in the General Ledger. Both these accounts 
must, therefore, show the same balances on any particular date, provided the work¬ 
ing is correct. The sides, however, would be reverse. Thus, whereas the General 
Ledger Adjustment Account in the Debtors' Ledger will always show a credit 
balance, the Debtors' Ledger Adjustment Account in the General Ledger will 
always show a corresponding debit balance. The same remarks apply to the General 
Ledger Adjustment Account in the Creditors’ Ledger and its counterpart the Cre¬ 
ditors’ Ledger Adjustment Account in the General Ledger. The latter account 
will always show a credit balance to the same extent as the debit balance shown 
by the former account. 

Example 110 

In a business where the system of Self-balancing of Ledgers is adopted, there 
are two Bought Ledgers, viz.: (1) Inland and (2) Foreign, three Sold Ledgers, 
viz.: (1) Local, (2) Provincial and (3) Foreign, and one General Ledger. Give 
pro forma rulings of die Cash' Book, Sales Book, Purchases Book and the Journal 
suitable for that business, giving a few imaginary entries in each book. 

ox-28 









CASH BOOK (Receipts Side) 
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SALES BOOK 


Data 

Particular! 

j 

L.F. 

it i| 

j Total v 

_ji 

( ' 

1 Local 

I 

j Prorln- • 
| cial 

| Foreign 




: Ra. | 

Ra. 

Ra. 

Ra. 

1941 
Jan. 11 

Abraham & Co. (Calcutta) 


2,700 l 


2,700 


.. 17 

Premchand & Sons (Bombay) ... 


3,500 : 

3J500 

... ! 

::: 

„ 25 

Bouasenberg & Co. (Germany) ... 


5,900 i. ... | 

1 

5,900 


PURCHASES BOOK 


l 


Date 

Particulars 

L.F. 

Total j! 

Inland 

Foreign 

1941 



! • R* || 

Rs. 

Ra. 

Jan. 7 

Furanchand & Co. (Lahore) 


2,900’; 

2,900 

• • « 

„ 15 

Khairabadi A Co. (Poraia) 


5,400 '• 

• • 4 

5,400 

.. 21 

(Jhaukciahak & Sons (China) 


3,800 | 

. 4 . 

3,800 


TOTAL DEBTORS’ AND TOTAL CREDITORS’ ACCOUNTS 

Where the system of self-balancing is not introduced in its entirety, 
but it is desired to balance the Personal Ledgers only, a Total Debtors’ 
Account and a Total Creditors’ Account may be constructed to check 
the arithmetical accuracy of these Ledgers. 

TOTAL DEBTORS’ ACCOUNT 

On the debit side of this account the following items will appear : — 

]. Opening Balance will be the total of the balances on the indivi¬ 
dual Debtors’ Accounts at the beginning of the period as ascertained 
from the Debtors’ Ledger. 

2. Credit Sales will be obtained from the Day Book. 

3. Bills Receivable dishonoured can be obtained from the Bills 
Receivable Book or from the Journal.- 

On the credit side will appear: — 

1. Cash received from Debtors can be obtained either from the 
special column, if any, kept in the Cash Book, or from an analysis of 
the Cash Book debit side. 

2. Discount allowed will be the total of the discount column on 
the debit side of the Cash Book. 

3. Returns Inwards can be obtained from the Returns Inwards 
Book. 

4. Allowances can Be ascertained from the Journal. 

5. Bills Received will be the total of Bills Receivable Book. 

6. Bad Debts can be ascertained from the Bad Debts Account in 
the General Ledger. 

Transfers, if any, made from the Debtors’ Ledger into any other 
Personal Ledger, or vice versa, can be ascertained from the Journal. 

The debit balance on the Total Debtors' Account should tally with 
the total of the balances on the individual Debtors 1 Accounts on the same 
date as obtained from the Debtors’ Ledger. 
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TOTAL CREDITORS’ ACCOUNT 

On the credit side of this account will appear the following items :— 

1. Opening Balance will be the total of balances on the individual 
Creditors’ Accounts at the beginning of the period, as shown by the 
Creditors' Ledger. 

2. Credit Purchases can be obtained from the Invoice Book. 

3. Acceptances Dishonoured can be ascertained either from the 
Bills Payable Book or from the Journal. 

On the debit side will appear: — 

1. Cash paid to creditors can be ascertained either from the special 
column, if any, kept in the Cash Book credit side* or from an analysis of 
the credit side of the Cash Book. 

2. Discount Received from the creditors will be the total of the 
Discount column on the credit side of the Cash Book. 

3. Returns Outwards can be obtained from the Returns Outwards 
Book. 

4. Bills accepted can be ascertained from the Bills Payable Book. 

Transfers to and from the Creditors' Ledger into any other Per¬ 
sonal Ledger can be ascertained from the Journal. 

The credit balance on the Total Creditors’ Account should tally with 
the total of the balances on the individual Creditors’ Accounts extracted 
on the'same date from the Creditors’ Ledger. • 

The following are the pro forma accounts of Total Debtors and Total 
Creditors. 


TOTAL DEBTORS’ ACCOUNT 


1 

1 

Rs. 

! 

Rs. 

To Balance at the beginning of the 1 


By Cash,reooived—from the ape- 

1 

period ...S 

30,000 

cial column on the debit 

r 

„ Sales—from Day Book ..j 

85,000 

aide of Che Cash Book or 


„ Bills dishonoured—as per Jour- j 

from an analyst* of the C.B.j 

70,000 

nal or Bills Receivable Book 

1,000 

„ Discount allowed—as per dis- ; 

„ Transfers—as per Journal 

500 

count column on the debit 
side of the Cash Book * 

1,800 

| 



„ Bills Receivable—as per Bills 



Receivable Book 

I 9,700 



„ Returns—as per Returns i 



Inwards Book ...j 

1,200 



„ Bad Debts—as per Bad Debts 



Account 

1,500 



„ Transfers—as per Journal 
„ Balance at the dose of the 

900 



period c/d. 

31,400 

Re. 

1,10^00 

Re. 

1,10,500 

To Baleaoe b/d. 

31,400 

« 
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TOTAL CREDITORS’ ACCOUNT 


To Cash paid—as per special 
column or analysis of the 

Rs. 

I 

By Balance at tire beginning of 
the period 

Rs. 

45,000 

Cash Book 

i 54,000 

s 

1 

„ Purchases—as per Invoice Book 

65,000 

„ Discount—as per Discount 
Column on the credit Bide 

„ Bills Dishonoured—as per Bills 
Payable Book or Journal ... 

400 

of the Cash Book 

U50 

„ Transfers—as per Journal 

» 

600 

„ Bills Payable—as per Bills 
Payable Book 

„ Returns—as per Returns Out¬ 
wards Book 

„ Transfers—as per Journal 

1 

7,000 

! 3,000 

300 


„ Balance at the end of the 
period o/d. ... 

• 

Re. i 

| 45,450 

i 

1,11,000 

Rs. 

1,11,000 


1 

By Balance b/d. 

45,450 


1 « 

Note.—-In the absence of any errors, the total as shown by the List of Balances 
extracted from the Debtors’ Ledger must tally with the balance as shown by the 
Total Debtors* Account as above. 

Similarly, the balance as appearing on the Total Creditors’ Account as above 
must tally with the total of the List of Balances extracted from the Creditors’ 
Ledger, if there are no errors. 

« 

QUESTIONS ON CHAPTER XIX 

1. When does it become necessary to sub-divide the usual Ledger ? 

2. What is the best method of sub-division of Ledgers in a fairly 

extensive business ? ' 

3. Explain what you understand by the System of Self-Balancing 
Ledgers. 

4. A concern having decided to introduce Self-balancing Ledgers, 
what steps would you take to bring this about ? 

5. Explain fully what extra adjusting entries will be necessary to 
make a Customers’ Ledger self-balancing. 

6. Give extra adjusting entries necessary to make a Suppliers’ 
Ledger self-balancing. 

7. How does a General Ledger become self-b alancing ? 

8. Explain fully why and what additional columns become neces¬ 
sary in the Subsidiary Records where the Self-balancing System is in 
use. r 

9. How would you construct a Total Debtors’ Account in the 
absence of any Self-balancing System ? 

10. How would you prove the accuracy of the Creditors* Ledger, 
in the absence of SeU-balancing System ? 

EXERCISE I 

The following is an extract from the "Adjustment Account” in one of the 
Sales Ledgers of a business which balances all its Ledgers monthly. Exp lain the 
meaning of each of the items appearing in this account, and state from which books 
the several entries are posted:— 
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£ s. 

d. 



£ a. d. 

Feb. 28 

To Cash 

4,158 15 

8 

Feb. 1 

By Balance b/d. 

9472 3 1 


,, Discount 

209 17 

2 

„ 28 

„ Sales 

4421 5 0 

n ft 

„ Returns 

57 10 

0 , 

»» *f 

n „ Carriage 

43 1 3 


„ Balance c/d. 

9,122 16 

8 . 

H >» 

„ Sales Transfer 







K. P. Sales 

* 






Ledger .. 
(Royal Society 

12 10 3 
or Ants.) 


EXERCISE 2 

The books of John Rogerson & Company are efficiently kept upon the double 
entry 'system, and include one Bought Ledger and three Sales Ledgers (Town, 
Country and Foreign*). Write a short report, instructing the firm’s book-keeper 
how to take the steps which are necessary in order to corfvert the above mentioned 
Ledgers into Self-balancing Ledgers. (Royal Society of Arts.) 

EXERCISE 3 

Prepare from the following figures a “Sales Ledger Adjustment Account" as 
it would be shown in the Private Ledger of a company which balances its Ledgers 
separatelyJanuary 1, 1914, balances due from debtors, £1,281-9-2 ; December 31, 
1914, Cash received from debtors, £7,712-9-7; Bad Debts, £120-6-6; Interest 
charged to customers £82-13-4; Discounts allowed, £280-18»-3; Returns from cus¬ 
tomers, £491-14-4; Sales during year, £8,962-5-9; Transfers from Dr. side of 
Bought Ledger, £9-4-1. The balances due from debtors at December 31, 1914, as 
extracted from the Sales Ledger, amounted to £1,711-15-6. 

(Lancashire & Cheshire Institute.) 

EXERCISE 4 

From the following particulars as extracted from the books pf Messrs. Wadia 
& Co., who keep a Debtors’ Ledger, a Creditors' Ledger and a General Ledger 
on the Self-balancing System, show how the various Adjustment Accounts will 
appear in each of the Ledgers, together with the necessary Journal Entries in res¬ 
pect of the same: — 


Debtors’ Balance (1-1-1918) .. .. .. .. .. 45,750 

Creditors’ Balance (1-1-1918) .. .. .. .. .. 54,900 

Transactions for the month of January 

Credit Purchases .. .. .. .. .. .. 20,500 

Credit Sales .. .. .. .. .. .. .. 22,700 

Returns Inwards .. .. .. .. .. 400 

Returns Outwards .. .. .. . .. .. 600 

Cash received from Customers .. .. .. .. 25,500 

Discount allowed to Customers .. .. .. .. .. 450 

Cash paid to Creditors .. .. .. .. .. .. 30,700 

Discount received from Creditors .. .. .. 670 

Acceptances received from Debtors .. .. .. .. 8,500 

Creditors’ Bills accepted .. .. .. .. ,. .. 12,000 

BIR returned dishonoured .. .. • .. .. .. 1,200 

Bills Payable dishonoured .. .. ., .. ,. 3,000 

* Bad Debts written off .. .. .. .. .. 2,500 

Sundry charges debited to Customers .. .. .. .. 345 

Allowances from Creditors .. .. .. .. .. 275 

• • 

EXERCISE 5 


Give suitable rulings for the Sales Journal of a wholesale business comprising 
three departments, viz.: —“ Mantles ”, “Dress Materials" and “Felts". There are 
two Sales Ledgers in use, viz.:—“Town” and “Country" and each Ledger is kept 
jpon the self-balancing principle. (London Chamber of Co mme rce.) 

EXERCISE 6 

What do you understand by the “Sectional" System of balancing Ledgers? 

In the business of X, Y, Z & Co, the following books are in use:—1 “Bought” 
Ledger, 2 “Sold” Ledgers, (“Town” and “Country"), 1 “Private and Nominal” 
Ledger, 1 “Bank” Cadi Book, 1 Petty Cash Book, 2 Sales Books (“Town” and 
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“Country”), 1 Purchases Book, and 1 Journal. Explain briefly what alterations, 
if any, it would be necessary to effect in these books in order to introduce the 
“Sectional” System of Balancing. (London Chamber or Commerce.) 

EXERCISE 7 

S. Sampat keeps his “Sales Ledger” on the "self-balancing” principle. From 
the following particulars prepare the necessary “Adjustment Account” as at 31st 
March:— 


Mar. 1 Debtors' balances at this date 
„ 31 Acceptances dishonoured by customers during the month 

„ 31 Cash received from customers for month 

„ 31 Goods returned by customers for month .. 

„ 31 Goods sold to* customers for month 

„ 31 Customers’ acceptances during month 

„ 31 Discount allowed to customers for month 


Rs. 

6270 

270 

7,510 

475 

10,800 

1,730 

480 


EXERCISE 8 

Write out the General Ledger Adjustment Account as it would appear at the 
end of the Suppliers’ Ledger, under the self-balancing system. Fill in imaginary 
figures. 


CHAPTER XX 

DEPARTMENTAL ACCOUNTS AND TABULAR 

BOOK-KEEPING 

DEPARTMENTAL ACCOUNTS 

When a trader’s business is divided into several departments, or 
when he deals in different classes of commodities, it becomes essential 
for him to maintain Departmental Accounts in order that he may be 
able to ascertain the resultant profit or loss made in each department 
or class of goods. 

In order to ascertain departmental results of trading, it will be 
necessary to record the purchases and sales as also the respective returns 
of each department or class of goods separately. This is brought about 
by providing the Purchases Book, the Sales Book and the Returns Out¬ 
wards and Inwards Books with a separate money column, one for each 
department or class of goods dealt in, and one for total. 

An illustration of the Purchases Journal of a business with three 
departments, viz., Hosiery, llats and Boots is given on the next page. 

The Sales Book, the Returns Inwards and Outwards Books will 
also have to be modelled on the same lines. 

It will be seen from the illustration appearing on the next page, 
that the transactions are entered in the usual way, but the amounts 
are shown in their appropriate columns and also extended into the 
total column. Whereas the postings to the Personal Accounts concerned 
will be made individually as usual, the periodical total of each column 
will have to be posted to its respective Departmental Account in the 
Ledger. 

From the Purchases Book, whereas the individual Personal Account 
concerned will be credited, the monthly total as indicated by each de¬ 
partmental column will be debited to its respective Purchases Account 
in the Ledger, viz., Hosiery Purchases Account, Hats Purchases Account 
or Boots Purchases Account, as the case may* be. 



departmental accounts 
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Similarly, from the Sales Book, whereas each Personal Account of 
the customer concerned will be individually debited with its respective 
amount, the corresponding credits will be given to the Hosiery Sales 
Account, Hats Sales Account and Boots Sales Account, with the respec¬ 
tive totals as indicated by the appropriate columns. 

Returns Inwards and Outwards of each department will be similarly 
dealt with. 

The Closing Stock of each Department will also have to be sepa¬ 
rately taken and valued. 

There should also.be opened in the Ledger, a separate account for 
the direct charges, such as Freight, Duty, Clearing Charges, and Carri¬ 
age Inwards for each Department, and the amounts attributable to each 
Department should be debited thereto. 

This would now enable the Trading Account to be prepared in a 
columnar form so as to indicate the Gross Profit made by each 
Department. 

If it is desired tt> ascertain the Net Profit or Loss arising from each 
Department separately, the whole of the expenses incidental to the 
conduct of the business will also have to be allocated on some reasonable 
and consistent basis, so that each Department may be burdened with 
its fair share of such expenses. 

It need hardly be pointed out, that if any expenses have been speci¬ 
fically incurred on account of any particular Department, the same 
should be charged in their entirety to that Department. 

The following will be the usual method of allocation: — 

Salaries and Wages of each Department should be charged to that 
Department. 

Salaries of Sub-Managers should be spread over the Departments 
under their charge. 

Rent and Taxes should be allocated on the basis of the floor-space 
occupied by each Department. 

Insurance should be apportioned on the basis of the value of Stock, 
Fixtures, etc. of each Department. 

Where it is found difficult to determine any definite basis of appor¬ 
tionment, the allocation of such items may be made on the basis of the 
turnover of each Department. 

The following illustration will serve to indicate the lines on which 
Departmental Accounts are prepared. 


« • 

Example 111 

, TRIAL BALANCE 


Opening Stock: — 
Hosiery 
Hats 
Boots 

Purchases:— 
Hosiery 
Hats 
Boots 


Dr. Cr. 

Rs. Rs. 

.. 35,500 
.. 42,000 

.. 12,000 

.. 1,70,000 
.. 1,25,000 
.. 85,000 
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TRIAL BALANCE-(Contd.) 


Returns Outwards:— 
Hosiery 
Hats 
Boots 

Carriage Inwards 
Freight and Duty 
Sales:— 

Hosiery 

Hats 

Boots 

Returns Inwards: — 
Hosiery 
Hats 
Boots 

Staff Salaries 
Manager’s Salary: — 
Hosiery 
Hats 
Boots 

Rent and Taxes 
Advertisement 
Travellers’ Commission 
Discounts 
Insurance 
General Expenses 
Electric Charges 
Carriage Outwards 
Bad Debts: — 

Hosiery 

Hats 

Boots 

Postage and Telegrams 
Sundry Debtors 
Sundry Creditors 
Furniture and Fixtures 
Cash at Bank 
Cash in Hand 
Capital 


Dr. Cr. 

Rs. Rs. 


8,000 

2,000 

3,000 

3,690 

5,625 


2,15,000 

1,70,000 

92,000 

5,000 

2,000 

8,000 

22,000 

3,600 

2,400 

2,100 

7.700 
. 2,750 

3,520 
1,210 
880 
6,050 
1,595 • 

1,320 

2,000 

1,000 

500 

1,210 

66,000 

50,600 

5,610 

11,640 

1.700 

1,00,000 


Rs. 6,38,600 6,38,600 


The Stock-in-Trade on Jlst December 1941 was as follows: — 

Hosiery Rs. 40,820. Hats Rs. 25,615. Boots Rs. 25,410 

Write off 10 per cent Depreciation from Furniture and Fixtures, 
and make a Reserve of 5 per cent on Sundry Debtors. 

Note .—All Direct Charges on Purchases should be allocated on the basis of the 
purchases of each Department, and other expenses on the basis of turnover. 














DEPARTMENTAL TRADING AND PROFIT AND LOSS ACCOUNT 
for the year ending 31st December 1941 
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BALANCE SHEET 
As at 31*t December 1941 

“ ' ! I " “ 


Liabilities j Rs. 

A satU 

Rs. 

Sundry Creditors ...s 50,600 

Cash in Hand 

1,700 

Re. j 

CaebatBank 

11,640 

Capital ... 1,00,000 : 

Rs. 


Add Net Profit during j 

Sundry Debtors ... 66,000 


the year ... 22,334 

Lett Reserve for Doubtful 


-]1,22,334 

Debts ... 3,300 


! 

Stock-in-trade- 

62,700 

4 

Hosiery ... 40,820 


1 

Hate , ... 25.615 


i 

Boots ... 25,410 


s 


91,845 

1 

Furniture and Fixtures... 5,610 


1 

Less Depreciation ... 561 


1 


5,049 

Rs. 1,72,934 

Rs. 

1,72,934 


Example 112 

From the following particulars, prepare Departmental Trading and Profit and 
Loss Account and Balance Sheet for the year ended 31st December 1941. The 
expenses are to be apportioned between the Departments on the basis of their 
respective turnovers. 


Stock (Raw Material, Finished Goods):— 

A. Department, 1st January 1941 

B. Department, 1st January 1941 
Purchases (Raw Materials)—A. Department 
Purchases (Raw Materials)—B. Department 
Returns Outwards—A. Deportment 
Returns Outwards—B. Department 
Sales—A. Department 
Sales—B. Department 
Returns Inwards—A. Department 
Returns Inwards—B. Department 
Freight and Duty—A. Department 
Freight and Duty—B. Department 
Wages—A. Department 
Wages—B. Department 
Gas and Fuel—A. Department 
Gas and Fuel—B. Department 
Factory Expenses—A. Department 
Factory Expenses—B. Department 
Furniture and Fixtures 
Motor Vans and Vehicles 
Postages and Telegrams 
Salaries and Wages 
Working Plant and Tools 
Sample Book and Catalogues (Rs. 500 in stock) 
Discounts on Purchases 
Discounts on Sales 
Sundry Debtors 
Motor Expenses 

Fire Premium (Rs. 100 prepaid) 

Sundry Creditors 

Bad Debts Reserve, 1st January 1941 
Bad Debts 

Office Rent and Taxes 
Advertisements 
Sundry Expenses 
Drawings Account 
Capital Account 
Cadt «t Bank 


Rs. 


# 




. 12,000 
. 15,000 

. 40,000 

. 50,000 

700 
. . 500 

. 76,000 

. 46,200 

1,000 
1,200 
. 2,500 

. 3,000 

. 11,000 
. 8,000 
750 
800 
. 4 JOG 

. 3,500 

.. 12,000 
. 8,000 
800 
. 6,400 

. 24,000 

. 2,100 
. 1,100 
300 
. 30,000 

. 2,400 

500 
. 40,000 

2,300 
1,600 
4,000 
640 

. 1,280 
. 5,930 

. 87,700 

. 1.600 
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Depredate Working Plant and Motor Vans by 10 per cent and Fixtures and 
Fittings by 5 per cent. Maintain die Reserve for Doubtful Debts at S per cent 
on Debtors. Stock of Raw Materials and Finished Goods on 31st December 1941 
was—A. Department Rs. 18,000 and B. Department Rs. 75,000. Wages were out¬ 
standing for A. Department Rs. 900 and B. Department Rs. 1,200. 


BALANCE SHEET 
Am at 31st December 1941 


Rs. ; 

Rs. 

30,000 

1,600 

1,500 

28,500 

18.000 
75,000 ] 

12,000 | 

93,000 

GOO 

11,400 

8,000 ; 

800 ; 

i 

7,200 

24,000 

2,400 ; 

, 21,600 

t 


500 

L _ 5C0 

Rs. 

1 

1,6.2,900 


Liabilities 

8undry Creditors:— 

On Open Accounts 
For Outstanding wages; 

Capital Account:— j 

Balanoe on 1st Janu- < 
ary 1940 ...■' 

Less Drawings 


Add Net Profits during ; 
the year 


Rs. 


40,000 

2,100 


Rs. 


42,100 


87,700 

5,930 

81,770 

40,030 


-1,21,800 


R«. 1,63,900 


Assets 

Cash at Bank, 

Sundry Debtors 

Less Reserve for 
Doubtful Debts at 5% 

Stock-ia-Trad* 

A Department 
B 


JDess Depreciatidb at 

Cn. 

U/O 

Motor Vans and Vehicles; 
Less Depreciation at 
10% ...i 


Less Depreciation at •' 
10 % 

Sample Books and Cata- I 
loguea in Stock 
Insurance Prepaid 


COLUMNAR OR TABULAR BOOK-KEEPING 

Tabular or Columnar Book-keeping does not differ in any way from 
the system of Double-Entry Book-keeping, b.t it only implies that 
the books of account kept in certain concerns are ruled with additional 
analytical columns for the purpose of collecting together transactions 
of a similar nature, so that the postings from such books can be made 
in totals with a view to avoid waste of time and clerical labour which 
would otherwise be entailed, if the postings of all the entries were done 
individually. In addition to the books of prime entry, sometimes the 
Ledgers are also ruled with additional columns so as at once to serve 
the purpose of Day Book and Ledger combined, in order t» avoid the 
trouble of opening separate accounts for each individual. Wljile record¬ 
ing transactions in all such books, however, the principles of Double- 
Entry are strictly adhered to. 

Columnar Cash Books.—The form of Cash Book with Cash, Bank 
and Discount columns on either side as given on page 52 is 
one of the instances of Columnar Cash Books. The advantages 
of such a book have already been explained. Another instance 
of a Columnar Cash Book would be found in a business where 
the Ledgers are kept on Self-Balancing System, where it would be ruled 
with additional columns for each of the Personal Ledgers on either side, 
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and a form of this book is illustrated and explained on page 434. Where 
a business has got several departments or branches, the Cash Book may 
be ruled to provide a separate column for each of the departments or 
branches, so that the receipts from and the payments on account of each 
department or branch can be posted in periodical totals. Another in¬ 
stance of a Columnar Cash Book is the form of Analytical Petty Cash 
Book given on page 62. 

Columnar Journals.—In the Chapter on Self-Balancing of Ledgers, 
we have already discussed the Purchases and Sales Books and the Bills 
Receivable and Bills Payable Books (see pp. 429 and 430), ruled with 
extra columns for each of the Trade Ledgers, and they are all instances 
of Columnar Journals. In a business having several Departments or 
Branches, the Purchase and Sales Books may be ruled with columns 
for each Department or Branch (see page 441), to enable separate De¬ 
partmental or Branch Trading Accounts to be prepared. These are fur¬ 
ther instances of Columnar Journals. Other examples of Columnar 
Journals can be found on page 81 in the ordinary Bills Receivable and 
Bills Payable Book?. 

Columnar Ledgers.—As already stated, Columnar Ledgers are kept 
in order to save the unnecessary labour of opening individual personal 
accounts. Such Ledgers are generally maintained by some undertakings 
of public utility like Gas Companies, Electric Lighting Companies, Water 
Companies, Municipalities, etc., where on account of the peculiar nature 
of the business- the number of personal accounts is extraordinarily large, 
but the transactions with each person during a particular period are 
limited to one or two'. In such cases, it would be an enormous waste 
of labour and time if entries in regard to sale to each individual were 
first made into a Day Book and then subsequently transferred to a 
separate account for each person to be opened in the Ledger in the 
usual way. To simplify matters, therefore, a Tabular Ledger ruled 
with proper columns is kept, which can be used both as a Day Book 
and as a Ledger combined. The transactions with each customer or 
consumer are entered horizontally, and from here, the position of each 
person can be ascertained. The vertical totals of the money columns 
will help to group transactions of a similar nature to be posted periodi¬ 
cally to the Nominal Accounts concerned. The Consumers’ Ledger of 
a Gas Company as given on page 452 is a good instance of a Tabular 
Ledger. When the Bills are prepared monthly or quarterly, this book 
will be written up from those bills. When cash is received, it will be 
posted from the Cash Book to the respective accounts in this book, and 
the balance unpaid during the period in question will be carried for¬ 
ward. The periodical totals of the columns “ Charge for Gas con¬ 
sumed ”, “ Meter Rent ”, “ Stove Rent ” and “ Sundry ” will be credited 
to the respective nominal accounts. Similarly, the totals of the 
“ Allowances ” and “ Bad Debts ” Columns will be debited to the respec¬ 
tive nominal accounts. The total of the last column “Balance c/fd.” 
represents the amount still owing by the Consumers at the end of the 
period, and if the books are closed on that date, it will appear in the 
Balance Sheet as an asset. 

The Consumers’ Ledgers of Electric Lighting Companies and Water 
Companies are written up in a similar way. 

Note.—-Further instances of Columnar Books axe given at the end of this 
Chapter, and the student would do well to study these. 
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QUESTIONS ON CHAPTER XX 

1. What is the object of preparing Departmental Accounts, and 
what are the advantages ? 

2. While preparing Departmental Accounts, on what basis would 
you allocate the various expenses incurred in course of the conduct of 
the business ? 

3. What is Tabular or Columnar Book-keeping ? Is it different 
from Double-Entry Book-keeping ? 

4. What is the main object of maintaining Books of Account In 

Tabular Form ? * 

5. Give three instances of Columnar Cash Book. 

6. Give a specimen of a Tabular Ledger. 

7. Why do Electric and Gas Companies maintain their Consumers’ 
Ledger in Tabular Form ? 


EXERCISE 1 , 

A business is earned on in three separate departments. Expenses not directly 
chargeable to any department are apportioned, one-half to A, three-tenths to B, 
and one-fifth to C. From the following particulars, prepare Trading and Profit and 
Loss Accounts of the three departments (in columnar form) showing the gross 
and net profits, and the percentages thereof and of the totals, to turnover, exclusive 
of inter-departmental transactions : — 


Stock on hand, 1st January 
Stock on hand, 31st December 
Outside Sales for the year 
Wages 

Outside Purchases 
Salaries 


A. Dept. 

B. Dept. 

C. Dept. 

. 17,820 

5,600 

1,250 

. 19,360 

4,710 

3,160 

. 1,11,740 

56,130 

48,510 

27,400 

13,280 

9,150 

. 40,410 

15,370 

12,560 

9,450 

5,720 

1180 


Inter-Departmental Sales—A to B, Rs, 9,040; A to C, Rs. 4,820; B to A, 
Rs. 11,260; B to C, Rs. 2,190 and C to A, Rs. 3,480. Management Salaries, Rs. 12,000; 
Rent and Taxes, Its. 14,000; Insurance, Rs. 2,100; Horses, Vans, etc. Expenses, 
Rs. 8,700; Postage and Telegrams, Rs. 1,100; Bad Debts, A, Rs. 2,760, B, Rs. 1,430, 
C, Rs. 2,240; Sundry Expenses. Rs. 5,300; Depreciation written off, Rs. 7,400; 
Stationery and Printing, Rs. 2,600; and Advertising, Rs. 4,500. Tf, 558 


EXERCISE 2 


A, B and C carry on business in partnership as Oii Engine Dealers and Re¬ 
pairers, their business being divided into two parts: (1) Engine Department, (2) 
Repairs Department. The following were the Ledger Balances on 31st December 
1937 


Engines—Purchases & carriage 
„ Fitters’ Wages and 

Expenses 

„ Stock, 31st December 

1936 
„ Sales 

Repairs—Purchases 

„ Stock 31st Decem- 

- ber 1936 
„ Wages and Expenses 

„ Sales 

Sundry Debtors 
„ Creditors 
Salaries 

Rents, Rates and Taxes 
Fuel and Light 

Insurance—Fire and Work¬ 

men's Compensation 


£ 

8,000 

1,500 

2,000 

12,000 

5,000 

800 

2,000 

10,000 

4,000 

2,200 

500 

300 

50 

140 


• 

• 


£ 

Life Insurance Premium 


35 

Life Policy—Surrender 

value. 


31st December 1936 


300 

Bank interest and Commission 


(Dr.) 


20 

Office Expenses 

, t 

120 

Discounts (Dr.) 

t , 

250 

Office Furniture 

, , 

150 

A—Drawings Account 

(Dr.) 

100 

5 ” ” 

(Cr.) 

120 

C n 

(Cr.) 

200 

C— Loan Account (at 5%) .. 

500 

A—Capital Account in 

Credit 

500 

B » it n 

, . 

500 

C n n n 

* • 

500 

Cash in hand 

* « 

25 

„ at Bank 

■ * 

1,230 
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Stocks, 31st December 1937—Engines, £2,100; Repairs, £950. 

Surrender value of life Policy, 31st December, 1937, £325. 

Interest on capital at 5 per cent per annum. The profits were divided: A 
7|20ths, B 6|20ths, and C 7|20ths. 

Make out a Trading Account for each of the two departments, and die firm’s 
Profit and Loss Account of 1937, and Balance Sheet as on 31st December 1937. 

(Chartered Accountants.) TP. 389 

EXERCISE 3 

Jones and Smith, Limited, carry on business as Cement Manufacturers, at three 
Depots, A, B and C. From die "Trial Balance" of their books (see below), pre¬ 
pare for the half year to December 31st, 1937, Trading and Profit and Loss Accounts 
for each Depot, a General Profit and Loss Account (the Balances of the Depot's 
Profit and Loss Accounts being included), and their Balance Sheet as on that date. 

The Stocks at the Depots on December 31st, 1937, were as follows: — 

£ s. d. 

A. .. «, .. .. .. .. .. 714 18 7 

B. .. .. .. .. .. .. .. 1,653 13 8 

C. . 924 16 2 


Total £3,293 8 5 


Depreciate Furniture and Fittings at 10 per cent per annum. 

Depreciate Horses and Carts at 124 per cent per annum. 

Depreciate Machinery at 20 per cent per annum. 

Reserve on Debtors for Bad and Doubtful Debts 24 per cent and for Discounts 
1} per cent. The Manager is entitled to 10 per cent of the net profits made in 
each half-year. 

TRIAL BALANCE, December 31st, 1937 


Dr. 


£ s. d. 

Cr. 

£ s. 

d. 

Stock July 1st, 1937- 

-A 

664 6 9 

Sales— 

A .. 15,688 7 

6 

B 

.. 1,305 11 9 


B .. 7,953 0 

4 


C 

743 1 3 


C .. 1,994 11 

4 

Purchasps— 

A 

.. 8,163 9 6 

Share Capital 

.. 5,000 0 

0 


B 

.. 6,491 4 11 

Debentures 

.. 6,477 10 

0 


C 

.. 1,649 18 8 

Creditors 

.. 2,469 0 

2 

Wages— 

A 

.. 2,522 6 3 

Bills Payable 

.. 1,086 7 

9 

B 

.. 625 3 8 

Reserve Account 

.. 2,740 4 

9 


C 

.. 156 9 2 




Salaries— 

A 

.. 797 0 0 





B 

67 11 10 





C 

34 10 1 




Trade Discounts— 

A 

253 4 7 




Expenses— 

A 

.. 1,656 3 7 





B 

.. 888 17 10 





C 

203 2 3 




Repairs— 

A 

731 1 6 




Bad Debts— 

A 

144 15 8 





B 

62 8 10 





C 

60 1 11 




Debenture Interest 


248 12 10 




Taxes and Discounts 


47 8 10 

| 

> 


Professional' Charges 


62 10 6 

i 



Debtors 


.. 4,838 0 0 

! 

i 



Furniture and Fittings 

27 10 0 

i 



Horses and Carts 


.. 260 0 0 

i 1 



Property 

Buildings 


.. 648 11 8 

.. 5£08 12 0 


- 


Machinery 


.. 2,555 0 0 




Profit and Loss Account- 

— 




July 1st, 1937 


.. 1,521 13 4 




Cash at Bank 


170 12 8 






£43,409 1 10 


£43,409 1 10 




(Chastised Account amts.) TJP. 379 
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EXERCISE 4 

The Universal Trading Company, limited, carry on business as Merchants. 
The Capital ol the Company is Rs. 4,00,000 divided into 2,000 Ordinary Shares 
of Rs. 100 each, all of which have been issued and are paid tip to the extent of 
Rs. 75 per share, and 2,000 6 per cent Preference Shares of Rs. 100 each, of which 
1,500 have been issued and are fully paid up. 


TRIAL BALANCE, 31st December 


Ordinary Share Capital 
Preference Share Capital 
Sales, Department I 
„ „ II 

Sundry Creditors 
Bills Payable 
Income-Tax Reserve 
January, 


Rs. 

1,50,000 
1,50,000 
7,00,000 
.. .3,00,000 
.. 1 , 20,000 
.. 15,000 

Account 3,000 
Depart- 

34,000 


Stocks, 1st 
ment I 

Stocks, 1st January, Depart¬ 
ment II .. 11,000 

Sundry Debtors .. 2,30,000 

Bills Receivable .. 50,000 

Office Furniture and Fixtures 10,800 
Rent, Rates and Insurance .. 18,000 

Marine Insurance .. 24,000 

Purchases, Freight, Duty, etc., 

Department I .. 4,30,000 

Purchases, Freight, Duty, etc. 

Department II 2,50,000 

Travellers’ Salaries & Expenses 54,000 

Office Salaries .. 18,000 

Commission .. 12,000 

The business of the Company is divided into two Departments 

(i) Sundries, Machinery and Tools. 

(ii) Coal, Iron and Steel. 


Dividend Account— 

Half-year’s dividend on Pre¬ 
ference Shares, 30th June 
Advertising 
Bank Charges 
Stationery and Printing 
Telegrams and Stamps 
Exchange and Discount (Dr.) 
Incidental Expenses 
Directors’ Remuneration 
Coal Mining Syndicate Shares 
Germanic Bank (Ltd.) 

Banque de la Republique 
British Bank (Ltd.) 


Rs. 


4,500 

48,000 

1,200 

27,000 

6,000 

15,000 

9,000 

30,000 

60,000 

35,500 

25,000 

35,000 


From the above Trial Balance for the year ending 31st December, "prepare 
Departmental Trading Accounts, showing Gross Profit of each Department, and 
apportion the expenses in proportion to the Turnover of each Department. 

Write 10 per cent Depreciation off Furniture and Fittings, provide Rs. 3,000 
for Bad Debts and 2 per cent on the Debtors for Discounts. 


The stocks on hand on 31st December were: (i) Rs. 40,000, and (ii) Rs. 16,800. 

No dividends have been received on the Shares in the Coal Mining Syndicate, 
Limited, and the Directors have decided to place Rs. 30.000 to a Reserve Fund to 
provide for the Depreciation in value of these shares. 


Prepare Profit and Loss Account and Balance Sheet. (B. Com.) TP. 381 


EXERCISE 5 

The Calcutta Iron Works Limited, had two departments: (1) a Manufacturing 
Department, and (2) a Retail Department for the sale of general engineering 
sundries. 


The Company was a private one, the shares being held by M and his family, 
with the exception of 1,000 shares each held by N and O. „ 

The Capital of the Company was Rs. 2,00,000 divided into 20,000 shares of 
Rs. 10 each, all issued and fully paid. 

M was chairman of the company, and N and O were directors and managers. 

Tbe Articles provided that M should have Rs. 5.000 per annum remuneration, 
and that Ns salary should be Rs. 6,000 and O’s Rs. 4,500 per annum. 

TTie net profits of each year, after paying the above salaries, were to be applied 
as follows:—(1) in Payment of a dividend of 4 per cent on the paid up capital 
of the company; (2) of the balance, 20 per cent to N and 15 per cent to O, as 
additional remuneration; (3) the balance then remaining to be applied as decided 
by the shareholders in General Meeting. 

The following were the balances standing in the books of the company on 31st 
December 1937. Prepare therefrom Trading Accounts of the two departments, and 
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Profit and Loss Account for the year ended 31st December 1937, showing the per¬ 
centages which the gross and net profits bear to the turnover of each department 
and die total, together with the Balance Sheet as at that date:— 




Rs. 



Rs. 

Capital 

4 m 

2,00,000 

Sales (Retail) 


3,50,000 

Machinery, Fixed and ' 

Loose 


Purchases (Retail) 


2,80,000 

Plant, Tools and Stock-in- 


Carriage (Retail) 


10,000 

Trade (Works) at 

3ht 


Wages (Retail) 


8,000 

January 

9 # 

60,000 

Office Salaries (Retail) 


3,000 

Stock-in-Trade (Retail) 

1st 


Office Expenses (Retail) 


3,000 

January 


50,000 

Rent and Insurance (Retail) 

2,500 

Sundry Debtors 


1,00,000 

Income-tax 

. • 

3,500 

Sundry Creditors 

4 , 

15,000 

Interest on Investments 

. . 

1,500 

Rent and Insurance (Wbrks) 

4,800 

Bank Interest less Commission 

2,000 

Purchases (Works) 

■ . 

80,000 

Profit and Loss Account 

(Cr. 


Carriage and Freight (Works) 

5,000 

Bal.) 

, , 

12,000 

Wages (Works) 

, , 

65,000 

Reserve Fund 

. . 

50,000 

Office Salaries (Works) 

, * • 

3,000 

i Investments—War Loan at cost 

50,000 

Office Expenses (Works) 

• 

• • 

1,200 

Cash in hand 

, . 

1,500 

Sales (Works) 

. . 

1,98,000 

Cash at Bank 


98,000 


The value of the Machinery, Fixed and Loose Plant, Tools and Stock at the 
works at 31st December 1937, as taken and certified by N was Rs. 61,500. The 
value of the Stock-in-trade of the Retail Department, as - taken and certified by 
O was Rs. 52,000. T.P. 559 


CHAPTER XXI 

MISCELLANEOUS ACCOUNTS 

JOINT-VENTURES 

A joint-venture is practically a partnership between two or more 
persons confined to a particular venture or piece of business. The ven¬ 
ture may take the shape of a joint consignment of goods, a speculation 
in shares, an underwriting of shares or debentures of a new undertaking, 
or any other similar form of enterprise. 

Where the buying and selling on account of joint-venture is 
managed by one of the parties, all the transactions are recorded at the 
place of business. The amount contributed by each party is credited 
to his personal account. A Joint-Venture Account is opened and debited 
with the cost of the goods purchased and all the expenses relating to 
the venture. The same is credited with the sale proceeds and closing 
stock, the difference representing profit or loss on the venture. The 
share of profit or loss of each party is credited or debited to his personal 
account, and final remittance to or from each party will close all the 
personal accounts. * 

Where a separate set of books is maintained and a Joint Bank Ac¬ 
count is opened, the record of transactions does not differ in any way 
from ordinary partnership transactions. Each partner’s Capital is cre¬ 
dited with his respective contribution and the profit or loss arising from 
the venture is divided in agreed proportions. 

Where the transactions are effected by different parties to the ven¬ 
ture, no separate set of Books is maintained, and no Joint Banking 
Account is opened. Each party would then record into his own books 
the transactions that he has entered into on-account of the joint-venture. 
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On completion of the venture, each party would render an account of 
the transactions effected by him to enable a Joint-Venture Account to 
be prepared by all the parties in their respective books. On the final 
result being ascertained, each party will debit or credit the Joint- 
Venture Account in his own books with his own share of the profit or 
loss, and transfer the same to his Profit and Loss Account. The Share 
of profit or loss belonging to the other parties to the venture will be 
credited or debited to their respective personal accounts. The balance 
on the personal accounts of the other parties will then indicate their 
relative position with each other. 

Example 113 * 

Sirdar & Sons bought goods of the value of Rs. 7,500 and consigned them to 
Thacker & Co., to be sold by them on a joint-venture, profits being divided in 
two-thirds and one-third. They also paid Rs. 550 for freight, insurance and cartage, 
and drew on Thacker & Co., for Rs. 3,000 on account, “The bill was discounted by 
Sirdar & Sons for Rs. 2,900. Thacker & Co. paid Rs. 300 for Dock Dues, Storage 
Rent, etc. The Sales realised Rs. 12,500 and the Sales Expenses Rs. 250 were 
defrayed by Thacker & Co. The latter forwarded a sight draft for the balance due 
to Sirdar & Sons after charging their sales commission at % per cent on the gross 
proceeds. 

Write up the accounts in the books of both the parties. No interest need be 
brought into account. 


IN THE BOOKS OF SIRDAR & SONS 
Joint Account with Thacker & Co. 



t 

i 

1 

Rs. 

a. 

p. 


• 

Rs. a. p. 

To Bank—Cost of goods 

i 

7,500 

0 

0 

By Thacker ft Co.— 


„ „ Freight Insurance, etc . 1 
„ „ Discount on Hills 1 

550 

0 

0 

Sale Proceeds 

... 12,500 0 0 

Receivable 


100 

0 

0 


• 

„ Thacker ft Co.:— 

Rs. ! 






Dock Dues ft 

i 






Storage Rent 

300 1 






Sales Expenses 

25o ; 






Commission 

625 1 

1,175 

0 

0 

■ 






„ Profit & Loas Account— 





2/3rds share 
„ Thacker ft €o.— 

... 

2,116 

10 

8 


i 

l/3rd share 


1.058 

5 

4 


i 


Rs. 

12,500 0 

0 


Rs. ! 12,500 0 0 




7 -- 





•* 

THACKER & CO. 



; Rs. a. p. 

| 

, # j Rs. a, p. 

To Joint Account—Sale 

1 

1 

By Bills Receivable A/e. ...; 3,000 0 0 

Proceed* 

i 

12,500 0 0 

i 

[ 

1 

f 

1 

„ Joint Account— Rs. 

Dock Dues and 

8 tnrsgo Rent 300 < 

Sales Expenses 250 

Commission 625 

- 1,175 0 C 

„ Joint Acoonnt— 

l/ 3 rd share ... 1.058 5 4 

„ Bank Sight Draft ...j 7,266 10 8 

Rs. 

1 

12,500 0 0 

Rs. j 12,500 0 0 
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JOURNAL ENTRIES—(Contd.) 


iL.F.i Rs. 


C. Smart A Co. ... ... ... Or. j 

To Bank 

(Being the payment to C. Smart on aooount.) 


Joint Account ... ... ...Or. 

To Bank 

(Being the payment of carriage and other 
expenses.) 


12,500 

750 


0 0 



Rs. a. p. 
12,500 0 0 

750 0 0 


Bank Account ' ... ... ... Dr. : 

Smith A Son ... ... ... „ 

To Joint Account 

(Being the amount of caah and credit sale proceeds.) 

Bills Receivable Account ... ...Dr. 

To Smith A Son 

(Being the acceptance of our Bill by Smith A Son.) 


Bank Aooount ... ... ... Or. i 

Discount ... ... ... „ j 

To Bills Receivable Account 
(Being the amount realised on discounting the Bill.) j 

Joint Account ... ... ...Or. 

To Disoount 

(Being the transfer of Disoount to Joint Account.) 


Joint Account ... ... ... Dr. i 

To J. Jones' Capital Account 
(Being 5% commission on sales payable to j 
J. Jones as agreed credited to his Account.) \ 

Joint Account ... ... ... Dr. | 

To J. Jones' Capital Aooount 
„ A. Armstrong’s Capital Account 
„ B. Black’s Capital Account 
(Being the transfer of profits on joint-venture 
to parties’ Capital Accounts in their profit- 
sharing proportions.) j 

J. Jones’Capital Account ... ... Dr. j 

A. Armstrong’s Capital Account ... ... „ ! 

B. Black’s Capital Acoount ... ... „ 

To Bank j 

(Being the withdrawal by partners of the amounts ! 

standing to their respective Capital Accounts.) I 

JOINT ACCOUNT 


*6,500 0 0 
14,000 0 0 


14,000 0 0 


; i 

; 13,11)0 0 0 I 

300 0 0 

i * 


j 300 0 | 

! i 

! • i 

I 1,025 0 0 ! 


| 3,425 0 0 j 


20,500 0 0 

14,000 0 0 

14,000 0 0 

300 0 0 

1,025 0 0 

• 

1,141 10 8 
1,141 10 8 
1,141 10 8 


7,666 10 8 ! 

5,141 10 8 ; 

i 10,141 10 8 | 

1 . I 


22,950 0 0 


To C. Smart A Co.—Cost of goods 

Rs. 

12,500 

By Bank—Sale Proceeds 

Rs. 

! 6,500 

„ J. Jones—Cost of goods .., 

2,500 

„ Smith A Son—Sale Proceeds... 

j 14,000 

„ Bank—Carriage, etc. 

750 



„ Discount 

„ J. Jones’ Capital Account— 

5% Commission on Sales 

300 

1,025 

j 

i 

! 

; 

„ Profits transferred Rs. a. p.j 

J. Jones—Jrd share 1,141 10 8i 

A. Armstrong— j 

jrd share 1,141 10 8 

B. Black— 

&rd share 1,141 10 8 

Rs. 

3.425 

20,500 

i 

i 

! 

i 

i 

i 

Rs. 

20,500 
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IN X’s LEDGER 
Ys ACCOUNT 



Re. 


Ra. 

To Joint Account—Sale Proceed* 


By Joint A/a—Office Rent 

300 

of 1,200 Shares 

14.400 

» » „—Legal Charges ...i 

1,375 



„ „ „—Clerical Staff ...' 

900 



„ » —Petty Payment*... 

175 



„ •> » —2/5th* ahare of ! 




profit 

4.560 




7,090 

Ra. 

i 

14,400 

R*. 

j 14,400 


JOINT ACCOUNT WITH Y* 



Ra. 

• 

Ra 

To Bank—Registration Fees 

1,200 

By Bank—Salo Proceeds of 1,500 


„ „ Advertising 

1,100 

Shares at Its. 12/8 each Ism 


„ „ Printing and Distribution > 


As. 8 brokerage 

18,000 

of Proepeotuses 

750 

„ Y’« Account— Sale Proceeds 

„ „ Printing & Stationery 

200 

of 1,200 Sharos at Ra. 12/8 


„ Y’a Account—Office Bent 

300 

each less As. 8 brokerage ... 

14,400 

„ „ A/o.—Legal Charges 

1,375 

„ „ „ Clerical 8 taff 

900 

• 


„ „ „ Petty Payments 

„ Bank—Cost of 1,500 Shares of 

175 

: 


Ra. 10 each fully paid ...: 

„ Profit A Loss A/c.— 

15,000 



3/5tha share 

6,840 



„ Y’a Account—2/5ths share ...; 

4,560 

4 


Ra. 1 

32,400 

Ra 

32,400 

i 





IN Y’s LEDGER 
JOINT ACCOUNT WITH X 



Re. 


Ra 

To Bank—Office Rent 

300 

By Bank A/e.—Sale Proceeds of 


„ „ —Legal Charges 

1,375 

• 1,200 Shares at 


„ „ —Clerical Staff 

900 

Rs. 12/8 each leas 


„ „ —Petty Payments 

175 

As. 8 brokerage ... 

14,400 

„ X’s A/c.—Registration Fees 

1,200 

„ X’s A/c.—Sale Proceeds of 1,500: 

„ „ n —Advertisement 


* Sharos at M 12-8 ; 

Chargee 

1,100 

per share leas 


„ „ „ —Printing of Prospectus 

750 

As. 8 brokerage... 

18,000 

„ „ „ —Printing and 




Stationery 

200 



„ „ „ —Cost of 1,500 Shares 




of Rs. 10 eaeh fully 




paid up 

15,000 



„ Profit and Loss Account— 




2 / 5 tha share 

4,560 



„ X’s Account—3/5tha share 

6,840 



Ba 

32,400 

Be. 

32,400 
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X’s ACCOUNT 


l Rs. 

I 

To Joint Account—Sale Proceeds 

of 1,500 Shares .J 18.0Q0 

„ Bonk ...! 7/190 


Rs. ; 25,090 


MANUFACTURING ACCOUNT 

DIFFERENCE BETWEEN A MANUFACTURING AND A 
TRADING ACCOUNT 

A Manufacturing Account is prepared in a manufacturing business 
quite distinct from the Trading Account in order that whereas the 
Manufacturing Account may serve to indicate the results of the Manu¬ 
facturing Department, the Trading Account may help to reflect the 
results achieved by the Selling Department. 

As to what, items should appear on the debit and credit sides of 
the Manufacturing Account would depend upon the information that 
is sought to be obtained therefrom. With some manufacturers, a Manu¬ 
facturing Account is drawn up solely for the purpose of arriving at 
the actual Cost of Production of the goods manufactured during a given 
period. With others, a Manufacturing Account is prepared with the 
object of finding out what profit, if any, has been made by the Manu¬ 
facturing Department. In any case, where separate Manufacturing and 
Trading Accounts are prepared, whereas the Manufacturing Account 
would deal with raw materials, partly manufactured goods and manu¬ 
facturing expenses, the Trading Account would necessarily deal with 
Finished Goods only. 

MANUFACTURING ACCOUNT SHOWING COST OF 
PRODUCTION 

Where the Manufacturing Account is compiled with a view to as¬ 
certain the actual manufacturing cost of the articles produced, there 
would appear on the debit side, the Opening Stock of Raw Materials and 
Goods-in-Process of Manufacture, Purchases of Haw Materials and 
Carriage or. Cartage thereon, Manufacturing Wages and all other 
expenses relating to the factory. Against these would be set off, on 
the credit side, the Closing Stock of Raw Materials and Goods-in-Pro- 
cess of Manufacture at actual cost. The account would then show 
neither profit nor loss, and the balance, representing the actual cost of 
production of the Finished Goods, would be transferred to the Trading 
Account. 

The Trading Account, in this case, would stand charged with the 
cost of the finished goods ascertained as above. On the debit side of 
this account, there would also appear the Opening Stock of Finished 
Goods, the outside Purchases of Finished Goods, if any, and the direct 



Rs. 

i.—Registration Fees 

88 

—Advtg. Charges ... 
—Printing and 
Distribution of 

Prospectus 
—Printing and 

l 750 

Stationery 

200 

—Cost of 1,500 Shares 

15,000 

—3/5ths share 

6,840 

Rs. 

25,090 
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charges thereon. On the credit side would be shown the Sales and the 
Closing Stock of Finished Goods. The difference between the two sides 
of the Trading Account, in this case, would indicate the gross profit 
inclusive of the profit, if any, made by the Manufacturing Department. 

MANUFACTURING ACCOUNT SHOWING MANUFACTURING 
PROFIT 

In a large manufacturing concern where so many varied factors 
enter into the cost of production of the articles manufactured, it is highly 
desirable that the proprietors should be able to see for themselves as 
to what profit is made by their Manufacturing Department apart from 
the profit earned by the Sales Department. This is necessary in order 
to ascertain whether the Manufacturing Department has justified its 
existence, for, it need hardly be mentioned that it would be no use 
continuing with this department, if it is found that the goods cannot 
be produced at a profit, i,e. at anything less than their current trade 
price. The current trade price, in this case, would mean the price at 
which similar articles can be bought from other manufacturers. 

When a Manufacturing Account is prepared with a view to find out 
profit or loss on manufacturing, all the items on the debit side of this 
Account would be shown in just the same manner as already described. 
On the credit side also will be shown the Closing Stock of Haw Materials 
and Work-in-Progress (the same as in the previous case^. In this case, 
however, instead of the difference between the two sides being shown 
as a balance representing the Cost of Production of Finished Goods, the 
Finished Products during the year would be valued at the Current 
Trade Price, and the amount thus arrived at will be debited to the Trad¬ 
ing Account and credited to the Manufacturing Account. The •Manu¬ 
facturing Account will now serve to indicate the profit or loss on 
manufacturing, and the difference on this account will be transferred 
to the Profit and Loss Account. This will close the Manufacturing 
Account. 

The Trading Account, in this case, will rtand charged with the 
Trade Price of the Finished Products for the purpose of sale. The result 
thus indicated by the Trading Account, after the other usual debits and 
credits are given, would signify the true gross profit made by the Trad¬ 
ing Department. 

t 

There are small manufacturing businesses which prepare a com¬ 
bined Manufacturing and Trading Account. Such an account would 
naturally include all items dealing with the manufacturing costs and 
the sales, but will fail to indicate the actual profit made by* the Manu¬ 
facturing Department as distinct from the trading results. The resultant 
gross profit as ascertained by this combined account would include the 
profit made from manufacturing as also the gross profit on sales. 

Note .—For examination purposes, where separate Manufacturing and Trading 
Accounts are not required, the student would do well to prepare a combined 
account. On the debit side of this account would be shown the Opening Stock 
of Raw Materials, Work-in-Progress and Manufactured Goods, Purchases of Raw 
Materials and Direct Charges thereon, as also all the Factory Expenses. Against 
these would he set off the Sales and the Closing Stock of Raw Materials, Work- 
in-Progress and Manufactured Goods on the credit side. The difference would 
then represent the Gross Profit on sales including the Manufacturing Profit. 
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WORK-IN-PROGRESS 

In a manufacturing concern, the item Work-in-Progress would 
mean goods in process of manufacture, whereas in case of a contractor, 
the same expression would mean work partly executed hut not com¬ 
pleted. Where a separate Manufacturing Account is prepared, Work- 
in-Progress at commencement will appear on the debit, and that at the 
end of the financial period, will appear on the credit side of the Manu¬ 
facturing Account. Great care should be taken in valuing Work-in- 
Progress. The basis of valuation considered as sound and correct and 
the one that is generally followed in practice is the cost of raw mate¬ 
rials and direct wages plus a reasonable proportion of works oncost 
i.e. manufacturing expenses. 

MANUFACTURING ACCOUNT 
(Showing Cost of Production) 

Where the Manufacturing Account is prepared with the object of showing 
the Cost of Production, the Gross Profit as disclosed by the Trading Account would 
include manufacturing profit as also the gross profit on sales. 


; Rb. 

i Rs. 

To Stock at Commencementj 

lly Stock at end :— , 

itaw Materials ...! 

Raw Materials 

Partly Manufactured Goods...j 

Partly Manufactured Goods | 

" j • 

„ Ptirr'hiMe of Haw Materials ...1 

* * * 

Leas Returns ... 


_j 

„ Coat of Production during the 

„ Carriage Inwards on Raw j 

period transferred to Trad- 

Materials ' ...; 

ing Account 

„ Direct Wages (Productive) 


„ Factory Expenses * 


Rent and Taxes ...\ 


lighting and Heating ...j 


Motive Power 

i 

Coaf and Coke ...I 

i 

Factory Insurance ...: 

* • 

Indirect Wages (non-produo- 


tive) ...J 


Repairs to Plant and Factory ; 

i 

Building ...f 


Depreciation on Plant ...j 


Depreciation on Factory i 

! 

Building ...j 

i 


Rs. j ... 

Rs. I ... 




TRADING ACCOUNT 

(Showing Gross Profit inclusive of Profit on Production) 


i 

„ Rs. 



Rs. 

To Stock of Finished Products at 


By Sales 



Commencement ‘ 

• * • 

Lees Returns 


1 

H Cost of Production transferred 



— 


from Manufacturing Account j 

• *« 

„ Stock at end :— 


1 

„ Purchases of Finished Pro- ! 


Finished Products 


ducts ...j 




i 

Less Returns ...■ 





„ Carriage towards thereon 

• • • 




„ Gross Profit—transferred to , 





Profit & Loss Acoount ... 

• • • 



! 

i 

Rs. | 

»»• 

p 

Rs. 

j ••• 
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MANUFACTURING ACCOUNT 
(Showing Profit on Manufacturing) 


Where the Manufacturing Account fa prepared with the object of showing the 
profit made on Manufacturing, the Gross Profit as disclosed by the Trading Account 
would indicate the gross promt on sales. 



Rs. 


Rs. 

To Stock at Commencement:— 


By Stock at end:— 


Raw Materials 

Partly Manufactured Goods ... 


Raw Materials 

Partly Manufactured 


• a* 

Goods 


„ Purchases of Raw Materials ... 

i 

• 

— 

a • . 

Lett Retains 

i 



— 


„ Trade Price of Finished Pro - 


„ Carriage Inward* on Raw 


duct transferred to Trading 


Materials 

i ••• 

Account 

... 

„ Direct Wages (Productive) 

... 



„ Factory Expenses 

Rent and Texes 

1 



Lighting and Heating 

Motive Power ...! 

i 

! 



Coal and Coke ...] 

Factory Insurance ... 

Indirect Wagee (non-produc¬ 
tive) 

Repairs to Plant and Factory 




Building 

Depreciation on Plant 
Depreciation on Factory 


• 


Building 




„ Grots Profit on Manufacturing — 

* a * 



transferred to Profit and Lots 
Account 

a a a 


• 

Re. 

a a s 

Re. 

... 


TRADING ACCOUNT 
(Showing Gross Profit on Sales) 



Re. 


Rs. 

To Stock of Finished Products at 


By Sales 


Commencement 


• 




Less Return* 


„ Manufacturing Account :— 


— 

• • a 

Transfer of Trade Price of 


„ Stock.at end :— 


Finished Products 

r ^ r 





Finished Products 

a • # 

„ Purchase of Finished Prod note... 




Lets Returns 

aaa 



„ Carriage Inwards thereon 

e 



„ Grots Profit on Sales—transferred 




to Profit and Lose Account ... 

•as 



Re. 


Rs. 

• »S 


BJK.-30 
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COMBINED MANUFACTURING AND TRADING ACCOUNT 


f 

I R*. 

To Stock at Commencement— 

Manufactured Goods 

By Sales 

Less Returns 

Rs. 

Works-in-Progress 

Raw Material 

„ Stock at end :— 

... 

„ Purchase of Raw Materials ...i 

Let Returns 

Manufactured Goods 
Work-In-Progress 

Raw Materials 


„ Purchase of Finished PrOduots..., 
./Carriage Inwards 

„ Wages . 

„ Factory Lighting ...; 

„ Motive Power t 

„ Factory Rent and Taxes . 

„ Factory Insurance . 

„ Coal and Coke . 

„ Water . 

„ Oil and Tallow > . 



„ Belting . 

„ Sundry Manufacturing Expenses 
„ Repairs to Factory Building 
„ Repairs to Plant 
„ Depreciation on Factory 

Building 

* 


„ Depreciation on Plant . 

„ Gross Profit ineluding Profit on 
Manufacture tranrferred to 

Profit and Lost Account ...; 



Rs. ; ... 

Rs. 

,,, 





RAW MATERIALS AND STORES 

In a manufacturing concern, this item would denote purchases of 
raw materials and stores and will appear on the debit of the manufac¬ 
turing account. Freight, Carriage or Cartage and Dock Charges, if any, 
on the purchase of raw materials must also be shown in the Manufac¬ 
turing Account. 

As raw materials and stores are held by the manufacturing concern 
not for the purpose of re-sale in their original condition, but to be utili¬ 
sed in the process of manufacture, the basis of valuation usually adopt¬ 
ed is the cost price. The cost price for this purpose would be the net 
invoice price plus freight, duty, carriage inwards, etc. Under ordinary 
circumstances, even if the market price has fallen below cost, the value 
of the ravl materials and sfores in Stock need not be brought down to 
that level. When, however, the fall in market price is appreciably heavy 
so as to affect the selling price of the manufactured products, it would 
be desirable to value these at market price. 

MATERIALS CONSUMED 

This item generally appears on the debit of the Manufacturing Ac¬ 
count. It is arrived at by taking the figure of opening stock of raw 
materials, adding thereto the purchases cluring the period, and deducting 
the closing stock of raw materials from the total. 
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PRODUCTIVE WAGES 

In the absence of any information to the contrary, the item of wages 
(in a manufacturing concern) would always mean manufacturing wages, 
and would find its place in the manufacturing account. In case of a 
trading concern, the item would appear in the Profit and Loss Account. 

Wages, if any, due to the end of the financial period and not paid 
should be brought into account as an outstanding liability. 

Wages, paid to workmen who may have been employed in manu¬ 
facturing loose tools or plant, or on erection of plant, or in making 
extensions to works premises, are allowed to be capitalised and should 
be charged to the asset account in question. 

FINISHED PRODUCTS 

The basis for the valuation of Finished Products should be the 
actual Factory Cost as in case of partly-finished goods. It is always 
sound and prudent not to add any percentage in respect of office oncost. 
An important point to be borne in mind while valuing finished and 
partly-finished products is that if the actual cost of these exceeds their 
market price, the market price should be the basis of valuation and not 
the cost price. 

Where a Manufacturing Account is prepared quite distinct from the 
Trading Account, the opening and closing stocks of Finished Products 
will appear on the debit and credit sides of the Trading Account and 
not in the Manufacturing Account, as the latter account is supposed 
to deal with Raw Materials and Work-in-Process of Manufacture, and 
the Trading Account with Finished Products. “ 

ROYALTIES 

In a manufacturing concern, this ilem would signify amounts paid 
to the patentees for the right to use their patents in connection with 
manufacturing processes. In a publishing business, the same item would 
mean amounts paid to authors for the right to print, publish and sell 
their works. In a mining business, this item signifies amounts paid to 
the lessor by the lessee of a mine for the right to work the mine. 

Where a separate Manufacturing or Working Account is prepared, 
this item would be charged to such an account, but in the absence of 
such an account, the amount would appear as a debit in the Trading 
Account. . . 

MANUFACTURING EXPENSES OR FACTORY CHARGES 

Under this head are generally included all the various expenses 
which have a direct bearing on the running of the factory or works such 
as, Factory Rent, Factory Insurance, Motive Power, Engine-room Stores, 
Factory Lighting, Repairs of Plant, Depreciation on Plant, etc. 

Where a separate Manufacturing Account is prepared, all such ex¬ 
penses will be charged thereto, otherwise they will be charged to the 
Trading Account. 
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AVERAGE DUE DATE 

Average Due Date means an equated date on which a payment 
may be made in one single amount in place of several amounts due 
for payment on 'different dates. 

The following is the method of ascertaining the average due date:— 

(1) Take the first due date of the transactions as the starting point. 

(2) Calculate the number of days from the starting point to the 
due date of each transaction. 

(3) Multiply the amount of each transaction by its number of days 
from the starting point. 

(4) Divide the total of the products by the total amount of the 
transactions. 

(5) The result will be the number of days of the average due date 
from the starting point. 


Example 116 

A trader, having accepted the following several Bills falling due on different 
dates, now desires to have these Bills cancelled and to accept a new Bill for the 
whole amount payable on the average due date. You are required to find that 
date. 

The Bills are— 


1 . 

March 

1 Rs. 406 due May 4th. 

2 . 

H 

10 

q 300 ,, 

June 13 th. 

3. 

April 

5 

„ 200 „ 

June 8th. 

4. 


20 

„ 375 „ 

May 23rd. 

5. 

May 

10 

■i 500 „ 

July 13th. 


The starting point is 4th May. 


The number of days of each transaction from , the starting point is as under: 


1. 4th May to 4th May = 0 

2. 4th May to 13th June = 40 

3. 4th May to 8th June = 35 

4. 4th May to 23rd May = 19 

5. 4th May to 13th July = 70 

400 x 0 
300 X 40 
200 X 35 
, 375 X 1» 

500 X 70 


1,775 


= 0 
= 12,000 
= 7,000 

= 7,125 

= 35,000 

^ 61425 = 34 days 


The average due date is = 7th June. 


ACCOUNT CURRENT 

An Account Current is a statement, in debit and credit form, re¬ 
cording the transactions between two parties during a particular period, 
interest usually being calculated on each item at an agreed rate and 
included in the account. It is usually rendered by (1) one dealer to 
another, or (2) by a banker to his client, or (3) by an agent to his prin¬ 
cipal, or (4) by a consignee to his consignor. 
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The following are the various methods of calculating Interest in 
Accounts Current:— 

(1) By Tables. Interest is calculated by Tables, on each item 
separately, from the due date of each transaction to the end of the period 
of the account. The Interest Columns on both sides of the account are 
then added and the balance is carried out into the Principal Column. 

(2) By Products. This system consists in multiplying each amount 
by the number of days it has to run for interest, each such product 
being placed in the Product Column against the item. The Product 
Columns are then balanced, and the interest on the balance of the pro¬ 
duct is extended into the account. The interest is ascertained by the 
following formula:— 

t * Balance of Products X Rate • 

interest ~ 365X 100. 


(3) By Interest Numbers. This method represents a slight varia¬ 
tion of the Product Method and is sometimes called the English Method, 
although it is also extensively used on the Continent. It consists in 
dividing each product by 100, and the resulting figure is placed against 
each item in the column headed Interest Numbers. The Number 
Columns are then balanced, and the Interest on the balance of numbers 
is extended into the account. In this case, the Interest is. ascertained 
by the following formula : — 


Interest = 


Balance of Numbers X Rate 
365 


HOW TO HEAD ACCOUNT CURRENT 

An Account Current is really a copy of the Ledger Account of the 
opposite party in the books of the person rendering such account. The 
person rendering the account is the one who is last named at the head 
of the Account. Thus, “ P. Pavri in Account Current with C. Donald ” 
would mean that the latter is rendering the account to P. Pavri from 
the transactions as recorded in his (C. Donald's) books. 

HOW TO CALCULATE DAYS FOR INTEREST 

In calculating days for the purpose of interest, it is usual to calcu¬ 
late one end and not both. The day on which the transaction took 
place is generally ignored. Where, however, the Account Current com¬ 
mences with an opening balance, the opening date will have to be count¬ 
ed as it would represent the balance that existed on the previous day. 
When goods are sold under an arrangement that payment shall be due 
on a certain subsequent date, the number of days must be calculated 
from the latter date and not the date of the transaction. 


Example 117 

The following transactions took place between R. Vinayak and P. Basu from 
1st January to 30th June 1941 


1941 

Jan. 1 Sold goods to P. Basu 
„ 10 Received his acceptance at 2 months tor 

Feb. 15 Cash received from P. Basu 


Rs. 

1420 

500 

600 


• * 
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1941 Rs. 

BAar. 2 Bought goods of P. Basu .. .. .. • ■ 2.750 

„ 3 Accepted P. Basu’s draft at 1 month for .. .. 1,000 

Apr. 11 Cash paid to P. Basu .. .. .. 1,000 

„ 30 Goods sold to P. Basu, due end of fifay .. .. .. 1200 

May 11 Bought goods from P. Basu .. .. .. .. 750 

„ 31 Sold goods to P, Basu, due 10th June .. .. .. 1,100 

June 15 Bought goods from P. Basu .. .. .. 1,500 


You are required to make out an Account Current to be rendered by R. Vipayak 
as at 30th June 1941, taking Interest into account at 5 per cent per annum, and 
showing the actual working under each of the usual three methods. 

. " [For Account Current tee pp. 471-473 

CONTRACT ACCOUNTS 

Where a business relates to Contracts undertaken by the proprie¬ 
tors to carry out certain works for other persons, the former would 
naturally like to ascertain what profit or loss they have made or sus¬ 
tained on each separate contract or job. Such a situation arises in 
case of Building Contractors, Shipbuilders and Engineers, who under¬ 
take the erection of Machinery, Bridges, Reservoirs, Construction of 
Roads, Railway Lines, Dams, etc. Under such a circumstance, it would 
become necessary to open a separate Contract Account for each contract 
undertaken. Each such Contract Account will then take the place of 
a Trading Account showing the gross profit or loss on each separate 
undertaking. • 

From time to time, as and when materials or stores are purchased 
for any particular contract, each such Contract Account would be 
debited with the cost of the same and Bank Account or the personal 
account of the supplier would be credited, as the case may be. If 
materials or stores are issued from the stock, then the particular Con¬ 
tract Account would be debited with the cost of these, and materials or 
stores account would be credited. 

The Wages Sheets of the week or the month having been analysed, 
the wages attributable to each Contract or Job, would be debited to its 
corresponding account. 

Where any Specific Plant is used on a contract, the cost of such 
Plant would be debited to. the Contract Account If such Plant is issued 
from Stock, the corresponding credit will be given to Plant and Machi¬ 
nery Account. If purchased specifically, the credit will be to Bank or 
the supplier’s personal account. On completion of the contract, if such 
plant has to be sold out, the amount thus realised on sale would be 
credited to the Contract Account concerned. The result will be that 
the difference between the original cost of the plant and the amount 
realised on the sale thereof representing a loss would stand debited to 
the Contract Account. If the specific plant employed on a Contract is 
returned to the stock on completion of such contract, the same will have 
to be revalued, and Plant and Machinery Account will have to be de¬ 
bited and the particular Contract Account will have to be credited with 
the depreciated value of the plant. The result will be that the Contract 
Account will stand debited with the depreciation arising from the use 
of the Specific Plant. . 


[Continued. on page 474. 








FIRST METHOD;—Interest is here calculated, on each item separately, from the date of each 

transaction to the end of the period of account. 
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June 30 By Balance b/d. j i 693 12 














June 30 j By Balance b/d. 















dETHOD:—Interest is here calculated on the method known as die “ English Method 
It is only a slight variation of the Product Method consisting of dividing each 
product by 100, the resulting figures being styled Interest Numbers. 



June 30 By Balance b/d. ... 693 12 
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Continued from page 470.] 

The instalments received from each Contractee from time to time 
should be credited to the personal account of the Contractee concerned, 
and not to the Contract Account. 

On completion of each contract, the contractee’s account would be 
debited with the total contract price and the particular Contract Account 
would be credited. Each Contract Account having been charged with 
the whole of the expenses, relating thereto in shape of Materials, Stores, 
Wages, use of Specific Plant, Carriage, Cartage, supervision expenses 
and other direct charges will now show the profit or loss made thereon. 
The Profit or Loss thus arising from each completed contract will 
then be transferred to Profit and Loss Account on which will be set out 
the other Management Expenses, Office Salaries, Office Rent, Printing, 
Stationery, etc., and the Net Profit or Loss from the business as a whole 
will thus be ascertained. 

It need hardly be pointed out that any expenses directly attributable 
to any particular contract should be charged to that Contract Account. 

In case of any Contracts remaining incomplete at the end of the 
financial period, the debit balances as appearing thereon will be listed, 
and the total will be shown as an asset in the Balance Sheet under 
the heading of “ Work-in-Progress.” Each such Contract Account will 
be closed by balance. The total of the amounts received from the con- 
tractces on account of such incomplete contracts will be shown as a 
deduction from the item Work-in-Progress on the assets side of the 
Balance Sheet thus— 

Work-in-Progress . 

.Less Amount received on account. . 


Example 118 

From the following information derived from the books of Dcvji Canji, Build¬ 
ing Contractor, pass the Journal Entries and prepare the necessary Contract 
Accounts. 

Expenditure on Contracts brought over on 1st January 1941: — 

Contract No. 101 Rs. 15,000; Contract No. 102 Rs. 32,000 and Contract No. 103 
Rs. 5,500. 

Credit balances on Contractees’ Accounts for cash received and brought over 
from the previous year were, Contractee No. 101 Rs. 6,000; Contractee No. 102 
Rs. 20,000; and ConU-actee .No. 103 Rs. 3,000. 

The other balances on 1st January 1941 were:— 

Stock of Materials Rs. 17,500; Stock of Stores Rs. 8,200 and Plant and Machi¬ 
nery Rs. 75,0Qf). . 

The following transactions took place during the year 1941: — 

Paid for Wages:—Contract No. 101, Rs. 17,000; Contract No. 102, Rs. 29,000; 
Contract No. 103, Rs. 22,000; Contract No. 104, Rs. 12,000; and Contract No. 105 
Rs. 4,600. 

Materials and Stores bought directly for Contract No. 101, Rs. 11,500; Con¬ 
tract No. 102, Rs. 16,000; Contract No. 103, Rs. 5,600; Contract No. 104, Rs. 3,400; 
and Contract No. 105, Rs. 2,900. 

Materials and Stores purchased for stock during the year amounted to Rs. 27,000 
and Rs. 9,000 respectively. 

Materials supplied from Stock:—Contract No. 101, Rs. 4,900; Contract No. 102, 
Rs. 7 , 300 ; Contract No. 103, Rs. 5,300; Contract No. 104, Rs. 3,000; and Contract 
No. 105, Rs. 2,500. 
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Stores supplied from Stock:—Contract No, 101, Rs. 1,500; Contract No. 102, 
Rs. 2,700; Contract No. 103, Rs. 4*300; Contract No. 104, Rs. 1,800 and Contract 
No. 105, Rs. 2,175. 

The Specific Plant purchased for Contract No. 101 amounted to Rs. 10,500 and 
that for Contract No. 102 to Rs. 7,500. Both these had to be disposed of on com¬ 
pletion of the Contracts for Rs. 6,000 and Rs. 4,000 respectively. 

Plant worth Rs. 9,000 from Stock had to be utilised on Contract No. 103 and 
was returned to Stock on completion of the Contract at a valuation of Rs. 7,500, 

The instalments received from the Contractees during the year were as under 

Contract No. 101, Rs. 50,000; Contract No. 102, Rs. 70,000; Contract No. 103, 
Rs. 45,000; Contract No. 104, Rs. 15,000 and Contract No. 105, Rs. 9,000. 

Contracts Nos. 101,102 and 103 which were undertaken for Rs. 65,000, Rs. 1,00,000 
and Rs. 60,000 respectively were completed during the year. 


JOURNAL ENTRIES 



• ! 1 

L.P.! Rs. 

, * 

Ra. 

Contract No. 101 

Contract No. 102 

Contract No. 103 

Contract No. 104 

Contract No 105 

To Bank (Wages) 

(Being the payment of wages.) 

... ... Dr. i 

... ii : 

1 • 

••• •• { 

••• » ! 

••• M j 

1 

i 

i 

17,000 

29.000 

1 22.000 
12,000 
4,000 

84,600 

Contract No. 101 ... ... ... ...Dr, i 

Contract No. 102 ... ... ... ... „ ! 

Contract No. 103 ... ... ... ... „ 

Contract No. 104 ... ... ... . j 

Contract No. 105 ... ... ... ... „ 

To Bank ] 

(Being the cost of the Materials and Stores purchased 1 

directly for the contracts.) | 

iiili 

~ *£ in « e* 

• 

39,400 

. 

Stock ot Materials Account ... ... ... Dr. i 

To Bank 1 

(Being the Purchases of Materials for Stock.) j 

27.000 

1 

27,000 

Stock of Stores Account 

To Hank 

(Being the Purchases of Stores for Stock.) 

... Dr. ! 

< 

i 

! 

9,000 

j 

9,000 

Contract No. 101 Account ... ... ... Dr. j 

Contract No. 102 Account ... ... ... „ 

Contract No. 103 Account ... ... ... „ ! 

Contract No. 104 Account ... ... ... „ ' 

Contract No. 105 Account ... ... . ... „ ! 

To Stock of Materials Aocount . : 

(Being i he cost of Materials supplied to contracts from ! 

the Stock.) 

4,900 

7.300 

5.300 
3,000 
2,500 

! 

23,000 

Contract No. 101 ... 

Contract No. 102 

Contract No. 103 

Contract No. 104 

Contract No. 105 

To Stock of Stores Amount 

* 

... •... Dr. 

••• ••• It j 

i 

*** ••• »» | 

... ... „ i 

... ... „ j 

J 

1,600 ■ 
2,700 : 
4,300 ; 
UKK) 
2,175 ; 
1 

12,475 


(Being the cost of Storm supplied to each contract 
from the Stock.) 


Contract No. 101 ... ... ... ... Or. j 

Contract No. 102 ... ... ... ... „ 

To Bank 

(Being the purchases of Specific Plant for the Contracts 
Nos. 101 and 102.) 


10.500 ! 
7,500 j 


16,000 
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CONTRACT No. 102 ACCOUNT 



Rs. 


Rs. 

To Balance b/fd. 

32,000 

By Bank (8peoifio Plant) 

4,000 

„ Bank (Wag®#) 

„ Bank (Materials) 

„ Stock of Materials A/c. 

„ Stock of Stores A/o. 

„ Bank (Specific Plant) 

„ Profit and Los* Aeoooot— 

Profit transferred 

20,000 

16,000 

7,300 

2,700 

7.500 

9.500 

„ Cantraetee'e Aocount 

1,00,000 

Re. 

1,04,000 

• 

He. 

1,04,000 


CONTRACTEE’S PERSONAL ACCOUNT (No. 102) 


i 

1 Rs. 

• 

Rs. 

To Contract No. 102 ...: 1,00,000 

By Balance b/fd. 

20,000 

, 

„ Bank , 

70,000 


„ Balance c/d. 

10,000 

Rs. i 1,00,000 

Re. 

1.00,000 

To Balance b/d. ... ; 10,000 




CONTRACT No. 103 ACCOUNT 


l 

1 

Re. 

• 

Re. 

To Balance b/fd. 

5,500 

By Plant A Machinery 
„ Contraotee's Aooount 

7.500 

„ Bank (Wages) 

22,000 

60,000 

„ Bank (Materials) 

5,600 


„ Stock of Materials A/o. 

5,300 

• 


„ Stock of Stores A/o. 

„ Machinery and Plant 

4,300 

9,000 

i 


„ Profit and Loss Account— 



Profit transferred 

15,800 



Rs. 

67,500 

Rs. 

67,500 

CONTRACTEE’S PERSONAL ACCOUNT (No. 103) 

t 

j 

Rs. 


Rs. 

To Contract No. 103 

: 60,000 

I 

By Balance b/fd. 

3,000 


„ Bank 

45.000 



„ Balance o/d. 

12,000 

Rs. 

60,000 i 

Rs. 

60,000 

To Balance b/d. 

' 12,000 



CONTRACT No. 104 ACCOUNT 



Rs. 


1 

! Rs. 

To Bank (Wages) 

12,000 

By Balance c/d. 

20,200 

„ Bank (Materials) 

3,400 


„ Stock of Materials Account ... 

3,000 



„ Stock of Stores Account ... 

1,800 



Rs. 

20,200 

Re. 

20.200 

To Balance c/d. 

20,200 
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CONTRACTETS PERSONAL ACCOUNT (No. 104) 



Rs. 



Rs. 



By Bank 

... 

15,000 

CONTRACT No. 105 ACCOUNT 




Rs. 

- 


Rs. 

4 

To Book (Wages) 

„ Baak (Materials) 

„ Stock of Materials Account 
„ Stock of Stores Account 

4.600 

2.900 

2,5(i0 

2,175 

By Balance c/d. 

• • . 

12,175 

Its. 

12,175 


Rs. 

12,175 

To Balance b/d. 

12,175 




CONTRACTEE’S PERSONAL ACCOUNT (No. 105) 




Its. 



Rs. 



By Bank 

... 

9,000 

STOCK OF MATERIALS ACCOUNT 




Rs. 



Rs. 

To Balance b/fd. 

„ Bank 

17,500 

27,000 

By Sundries 
„ Balance o/d. 

... 

23,000 

21,500 

Rs. 

44,500 


Rs. 

44,500 

To Balance b/d. 

21,500 




STOCK OF STORES ACCOUNT 




Rs. 



Rs. 

To Balance b/fd. 

„ Bank 

8.200 

9,000 

By Sundries 
„ Balance c/d. 

... 

12,475 

4,725 

Rs. 

17,200 


Rs. 

17J200 

To Balance b/d. ... 

4,725 


) 

PLANT AND MACHINERY ACCOUNT 



• 

Rs. 



Rs. 

To Balance b/fd. ’ ... 

„ Contract No. 103 

75,000 

7,500 

By Contract No. 103 
„ Balance o/d. 

• * * 

•M 

9,000 

73,500 

Rs. 

82,500 
-- 

a. 

R“- 

82,500 

To Balance b/d. 

73,500 
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PROFIT AND LOSS ACCOUNT 


Rs. 


1 


By Contract No. 101 

...j 10,600 


„ Contract No. 102 

...i 9.500 


„ Contract No. 103 

...! 15,800 
Ra. j 35,900 


Note .—In regard to contracts Nos. 104 and 105 which remain incomplete, the 
total of their debit balances aggregating to Rs. 32.375 will be shown on the Assets 
Side of the Balance Sheet under the heading of Work-in-Progress less Rs. 24,000 
received from the contractees on account of those contracts. 

PROFIT ON INCOMPLETE CONTRACTS . 

As a rule, profit or loss on a contract is not ascertained till the 
contract is completed. There are, however, occasions when a contract 
takes two, three or more years to complete, and under such a circum¬ 
stance, it would not seem fair to eredit the year of completion only with 
the whole of the profits made. In such cases, it is deemed legitimate 
on the part of the contractors,-to estimate the profit made on the portion 
of work done at the end of each financial year and credit the same to 
the Profit and Loss Account of that year. 

The mode of estimating such profit would be to compare the actual 
cost of the work performed at the end of each financial year with the 
amount to be received from the contractee for the same portion. The 
whole of the excess thus ascertained should not, however, be brought 
into credit inasmuch as in view of the constantly fluctuating conditions 
of the labour and material markets, it would be risky to confidently 
assume beforehand that the remaining portion of the contract would be 
carried out equally profitably. In view of this fact and also of any 
other difficulties that might arise in, the due fulfilment of the contract 
and which cannot be foreseen, it has always been considered as sound 
and prudent to measure such profits on a very conservative basis. Under 
the circumstance, it is always safe to bring ini,, credit only from one- 
fourth to two-thirds of the profits ascertained as having been made on 
a partly completed contract, thus leaving sufficient margin to provide 
for any contingencies that might arise. 

» 

Thus, where only one-fourth or one-third portion of the entire work 
undertaken is completed at the end of the first year, it would seem 
advisable to take credit only for one-third or half of the profits ascertain¬ 
ed as having been made, and to carry forward the balance of profit into 
the subsequent year’s accounts. Where, however, two-thirds or three- 
fourths of the contract is worked, it would be deemed safe to take credit 
for two-thirds or three-fourths only of the profits made and carry for¬ 
ward the balance. No hard and fast rules can be laid down in this 
connection, and as each case will have to be dealt with on its own merits, 
the above proportions of profits can be taken only by way of guidance. 

The amount of profit in respect of an incomplete contract which 
it is desired to take credit for can be brought into account by debiting 
the particular Contract Account and crediting the Profit and Loss 
Account. 
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QUESTIONS ON CHAPTER XXI 

1. What is a Joint-Venture, and how does it differ from a Consign¬ 
ment ? 

2. Mention the different methods of maintaining Joint-Venture 
Accounts. 

3. What is the object of preparing a separate Manufacturing Ac¬ 
count apart from a Trading Account ? 

4. What usual items will be found in a Manufacturing Account 
when it is prepared with a view to ascertain the cost of production? 
Would it make any difference, if the Manufacturing Account is prepared 
to ascertain the Profit or Loss on manufacturing ?, 

5. What is an average due date, and how is it ascertained ? 

6. Explain the different methods of calculating interest on an 
Account Current. 

7. What items are usually found on the debit and credit sides of 
each Contract Account in the books of a Contractor ? 

8. How would you deal with materials issued from stock for the 
purpose of being consumed on any particular contract ? 

9. How should amounts received from Contractees be dealt with ? 

10. What entries should be passed on completion of a Contract ? 

11. How would you deal with cost of any Specific Plant employed 
on a Contract ? 


EXERCISE 1 

What is an Average Due Date, and how is it ascertained? 

A merchant has purchased goods, the due dates for the payments of which are 
as follows:— 

March 5th £300, due April 8th. 

April 15th £200, due May 18th. 

May 10th £275, due June 13th. ~ 

June 5th £400, due July 8th. 

He wishes to give a Bill for the total amount due, the bill to be drawn on 
the average due date. Ascertain this date. TJ*. 86 

EXERCISE 2 

A purchases goods from B as follows:— 

July 1 .. .. £465 

August 15 * .. .. .. £325 

September 8 •. .. .. .. .. £260 

The payment in each case was to be made by a bill payable two months freon 
date of invoice, but A arranged for payment to be made by one bill payable two 
months after the average date. What is the average date? TJ*. 87 

EXERCISE 3 

What is an Account Current, and in what way does it differ from an Account 
Sales ? The following is a copy of the account of the Red River Trading Company, 
New Orleans, in the Ledger of John Blank & Co., London, so far as it relates to 
their actual dealings for the three months ended 31st March 1912. Draw up the 
Account Current in proper form, as rendered by John Blank & Co, an that date. 
Show interest at 5 per cent per annum, calculated monthly. 
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RED RIVER TRADING COMPANY 


19 12 


£ a. 

d. 

1912 


£ a. d. 

Jan. 1 To 

Balance b*d. .. 

549 10 

0 

Jan. 31 

By A e. Sales— 

• 

»« t» Jl 

Cash—Sight 




Cotton .. 

1.439 6 8 


draft .. 

150 0 

0 

M M 

«• «» » * 

118 3 4 

„ 31 „ 

»• • • 
Acceptance— 

200 0 

0 

Feb. 29 

„ Cash—Sight 


•t ?! *! 




Draft 

450 0 0 


3 months ,. 

500 0 

0 




Feb. 29 

Goods 

445 15 

0 




Mar. 31 „ 

»» • * 

110 5 

0 





TJ*. 82 


EXERCISE 4 

R. Craven opens a Bank Account on January 1st, 1910, with the Roscdale Bank¬ 
ing Company and deposits on thnt date £1,000. He pays in as follows: January 
20th £500 ; March 20th £600 ; May 20th £700 : and he draws out on February 20th 
£1,200, on April 20th £1,000 and on June 20th £500. Calculate the Bank Interest, 
counting 5 per cent on customers’ debit balances and 2 per cent on credit balances, 
and close the account on 20th June. TJ*. 83 


EXERCISE 5 

What do you understand by an Account Current ? Maly out such an account 
for Yeadon & Co. from the following: — 

January 1 Sold Goods to Marshall & Co„ £200 due 1st March 
February 1 Received Cush from Marshall & Co., £100. 

March 1 Bought Goods from Marshall & Co.. £500 due 1st May. 

April 1 Paid Marshall & Co., £300. 

May 1 Bought Goods from Marshall & Co., £200. 

June 30 Sold Goods to Marshall & Co., £300. 

Interest 5 per cent, the account to be made up to 30th June, 

(Lancashire and Cheshire Union.) 

EXERCISE 6 

The undermentioned transactions took place between Robertson & Co. of Igni¬ 
tion, and Trumpcr & Co. of Melbourne: — 

£ 

Dec. 31 Balance owing by Trimmer & Co. to Robertson & Co. at 

this date .. .. .. .. ,. .. 500 

Jan. 7 Robertson & Co. shipped Goods to Trumper & Co. .. 300 

April 10 Bank Draft received this day by Robertson & Co. from 

Trumper & Co. .. .. .. .. 600 

„ 15 Robertson & Co. paid on behalf of Trumper & Co. charges 

Orient Mail S. S. Co. .. .. 50 

London Packing Co., Ltd. .. .. .. .. 100 

Prepare Account Current bearing interest 5 per cent to lie rendered by Robert¬ 
son & Co. to Trumper & Co. as on 30th April. (Royal Society or Arts.) 

EXERCISE 7 

X has withdrawn the following sums during the hglf-year ending 30th June 
1941:- 

Rs. 

January 18 .. .. .. .. 2,500 

February 12 .. .. .. • .. *. 3,000 

May 16 .4,000 

Interest is charged at 5 per cent per annum. Find the average date and cal¬ 
culate the interest. 

EXERCISE 8 

P purchases goods from Q on the following dates: — 

August 15 
September 10 
October 18 


Rs. 

4,600 

3500 

2,400 


Rs. 10500 


DX.-31 
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Payment was arranged to be made two months from date of each invoice, 
but P arranged for payment to be made in one amount, two months after the 
average date. What is the average date ? 

EXERCISE 9 

Vishnu Govitid, Government Contractor, had die foilowing debit balances on 
partly completed contracts on hand on 1st July 1941: — 

Contract No. 21, Rs. 10,500; Contract No 22, Rs. 17,800 and Contract No. 23, 
Rs. 7,500. 

The amounts received from the Contractees as brought forward from previous 
year were Rs. 8,000 for Contract No. 21; Rs. .15,000 for Contract No. 22; and 
Rs. 5,000 for Contract No. 23. 

The following transactions took piece during the year ended 30th June 1942. 

Materials purchased specifically tor Contracts No. 21, Rs. 12,000: No. 22. 
Rs. 9,000; No. 23, Rs. 11,000; No. 24, Rs. 6,000; and No. 25, Rs. 4.500. 

Materials and Stores issued from stock Con tracts No. 21, Rs. 2.500; No. 22, 

Rs. 1,200; No. 23. Rs. 1,400* No. 21. Rs. 2.600; and No. 25, Rs. 3.000. 

Wages paid for Contracts No. 21, Rs. 14,200; No 22. Rs. 10J200; No. 23, Rs. 8.900. 

No. 24, Rs. 4,400 ; mid No. 25, Rs. 2,700. 

The following Plant was issued from Stock to Contract No. 22 worth Rs. 3,400 
and to Contract No. ti Rs. 4,600 and the same was re-valued on completion of 
these contracts at Rs. 2.800 and Rs. 4,000, respectively and returned to stock. 

Amounts received from Contractees during the vear were No. 21, Rs. 22.000 ; 
No, 22, Rs. 17,000; Nu. 23, Rs. 20,000; No. 24, Rs. 8,500 and No. 25, Rs. 9,000. 

Contracts Nos. 21, 22 and 23, which were undertaken for Ps. 45.000, Rs. 50,000 
and Rs. 30,000 were completed. 

Rs. 500 worth of Stores w’ere transferred from Contract No. 22 to Contract 
No. 25, and it was also ascertained that wages amounting to Rs. 300 were wrongly 
charged to Contract No. 23 instead of No. 21. 

Prepare the necessary Contract Accounts and also give the Journal Entries. 

EXERCISE 10 

Jones, in lxjmlon and Robinson in Quebec, entered into a Joint Adventure in 
Timber, and the following transactions took place: — 

1935 

June 1 Robinson bought Timber for Cash £2,000. 

„ 1 Robinson paid freight and shipping rharges thereon £130. 

„ 1 Robinson drew upon Jones for £1,600 at two months after date. 

„ 1 Robinson discounted the above Bill, receiving therefor £1,585. 

„ 15 The Timber arrived in Liverpool, and Jones paid dork dues, landing 

* charges, etc. thereon £25. 

„ 20 Jones sold one-third of the Timber for £850. 

„ 30 Jones sold another third of the Timber for £900. 

July 15 Jones sold the lemaining third of the Timber for £800. Payment in 
each case was made by a bill at one month. 

Aug. 4 Jones met Robinson's Bill for £1.600. 

„ 20 The three bills received by Jones having been duly met, Jones remits 

to Robinson a cheque in settlement. 

Draw up a Profit and Loss Account of the Joint Adventure, dividing the Profit 
equally between the parties. Charge Jones with the discount on the Bill drawn 
upon him by Robinson. Make out Accounts of Robinson and Jones, showing the 
final settlement between them. T.P. 73 


EXERCISE 11 

A and B enter into a Joint Adventure to ship goods abroad. A sends goods 
to the value of £1,000, pays freight £100, and sundry expenses £150. These trans¬ 
actions take place on January 1st. 1935. B sends goods valued at £750 on Febru¬ 
ary 1st and pays freight and insurance £80 and sundry expenses £50. B advances 
to A on March 1st £450 on account of the venture. A receives Account Sales and 
remittance of net proceeds for the whole of the goods amounting to £2J>00 on 
1st April. Final settlement between A and B is made on 30th April 1935. Show 
these transactions of the venture calculating interest at 5 per cent per annum in 
months. TJ*. 74 
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EXERCISE 12 

L and Company in Liveipool ship goods to B and Company of Bombay, invoiced 
on 1st October 1934 at £1,000, which includes freight and insurance £200. Their 
arrangements are: — 

(a) B and Company are to sell goods at the best possible prices and to re¬ 
imburse themselves their charges including 5 pei cent commission on the sale price. 

(b) Remittances tq be made by T.T. 

(r) L and Company are to be allowed 6 per cent interest from date of invoice 
until date of remittance. 

id) Profits or Losses as disclosed by the Liverpool^ Books arc to be divided 
equally between the two parties. * 

The goods arrive on 25th Novemlx.'i 1934. and B and Company pay Duty 
Rs. 1,250, Landing, Clearing and Godown charges Rs. 650, and Sundries Rs. 150. 
The goods were sold on 28th February 1935 for Rs. J9.U(iO and remittance made 
on 14th March 1935 by T.T. at 1.41. Show the Ledger Accounts in Liverpool and 
Bombay and prepare the final debit or credit note to close the matter. Also pre¬ 
pare the A S to be sent to Liverpool. T.P. 75 

EXERCISE 13 * 

X and Y. two manufacturers, agree to lease and work a quarry for a period 
of five years from 1st January 1935. Under the terms ol the lease, they are liable 
for a royalty of annas two per ton extracted, with a minimum rent of Rs. 1,500 
per annum and have the right to recoup siloii-woiLings during the period of 
the lease. 

The following are the transactions for the year ending 31st peeemher 1935: 


Paid rent to 30lh September 1935 1,125 

Paid water rate to 31st March 1938 .. 150 

Paid insurance to 31st. December 1935 .. .. .. 203 

Paid into Bank as Capital, 1st January 1935 .. .. .. *l,n0i' 

Y — 

Rs 

Paid into Bank as Capital, 1st January J935 500 

Paid for materials .. .. . 5,000 

Paid for wages 10,000 

The following sums were drawn on the Joint Linking Account during the 
year:-- 

Rs 

Sundry Expenses .. .. 981 

Petrol, oil, etc. . 450 

On 31st December 1935, the following sums’were outstanding for: - 

* Rs. 

Materials .. .. .. .. .. .. 290 

Wages 190 


X supplied machinery valued at Rs. 1,000, anil Y supplied a Motdr lorry valued 
at Rs. 5,000. It was agreed that these should be treated as part of the capital 
introduced by X and Y respectively, and that the machinery and lorry should be 
taken back by each at the expiration of the period of five years at the values of 
Rs. 100 and Rs. 500 respectively. Allow 5 per cent interest on Capital. 

At 31st Decemher 1935. it was found that the total output of 8,000 tons had 
been taken over by X and Y in the proportions of 1 7th and f> 7ths, respectively. 

Prepare fl) “Joint Venture with Y” account in X's books; (2) “Joint Ven¬ 
ture with X" account in Y’s books; (3) “Joint Venture Revenue" account; and 
(4) Balance Sheet as at 31st December 1935. ' T.P. 77 



CHAPTER XXII 
BRANCH ACCOUNTS 

Where a business has several selling depots and branches, it is essen¬ 
tial that complete records be kept of the transactions relating to each 
branch, so that the Head Office can prepare accounts therefrom show¬ 
ing the working results of each individual Branch, as well as of the 
business as a whole. It is thus possible for the management to see which 
of the Branches are working profitably and which require greater at¬ 
tention in order to secure better results. 

The system of accounting necessary to record the Branch trans¬ 
actions will vary according to the nature of the Branch and the work 
it is entrusted with. From the standpoint of accounting, the Branches 
may be divided in the following four classes : — 

(1) Where the Branches are merely depots for the purpose of sell¬ 
ing goods supplied by the Head Office at cost; 

(2) Where the Branches are supplied goods by the Head Office at 
selling price; 

(3) Where the Branches can be regarded as distinct trading con¬ 
cerns, working independently of the Head Office; and 

(4) Where the Branch is situated in a country foreign to the Head 
Office. 

WHERE TIIK BRANCH IS SUPPLIED GOODS BY THE 
HEAD OFFICE AT COST 

The Branch in this case is merely a selling depot for the Head Office 
goods, and as such it is essential that adequate supervision should be 
kept by the Head Office. The Branch Manager should be instructed 
to pay into a local hank to the credit of Head Office Account all cash 
received daily, or to remit the amount to the Head Office. The Head 
Office should pay by cheques all the fixed expenses of the Branch such 
as rent, wages, salaries, etc. For petty disbursements, the Branch 
Manager should be supplied with Petty Cash on the imprest system. 

The Branch should send to the Head Office weekly or monthly state¬ 
ments giving particulars as to cash and credit sales during the previous 
j>eriod, the amount collected from the customers, the opening and closing 
balances on customers’ accounts, the petty disbursements, and the par¬ 
ticulars of stock at the close of the period in question. 

Record at Branch .—The books necessary at the Branch would be 
a Cash Book, Petty Cash Book, Day Book, Customers’ Ledger and 
Stock Book.' The entries in these books will be made in the ordinary 
way. 

Record at the Head Office .—A separate account for each branch will 
be opened in the Head Office Ledger, to which all the transactions relat¬ 
ing to the Branch will be posted. Since the Head Office supplies the 
goods to Branches at cost price, it is necessary for the Head Office to 
distinguish such supplies from its own sales. This is brought about by 
having a separate column, one for each Branch, in the Sales Book to 
record all such supplies. Where, however, there are several branches, 
a separate book called “Goods Supplied to. Branches Book” may be 
kept with a column for each Branch. 
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GOODS SUPPLIED TO BRANCHES BOOK 


I 

9 

4 

Q 

Particulars 

Total 

Poona 

Branch 

( 

L 

*i 

5m 

a 

Surat i 

Branch j 

_ * 

Belgaum 
Branch | 

1 

i 

i 

{ 



i ! 

• 


1 

! 

i 

| 

i 

j 

j 


With the monthly total of each column, the* respective Branch Ac¬ 
count will be debited and the total of the Total Column will be credited 
to Goods supplied to Branches Account. The Balance on the latter 
account will be transferred to the Trading Account ajj the time of closing, 
and will be shown as a separate item there quite distinct from the sales. 

When remittances are received from the Branch, they will be enter¬ 
ed in the Cash Book, wherefrom the Branch Account will be credited. 
Where the remittances are numerous, it is preferable to keep separate 
columns for each Branch on the receipts side of the Cash Book. On an 
amount being received from a Branch, it will be entered in the Bank 
or Cash column and also in the particular Branch column. The monthly 
totals of each Branch column will be posted to the credit of that parti¬ 
cular Branch Account. 

Payments made by Head Office on account of Branch Eifpi n es 
will be debited to the Branch Account concerned from the Cash Book. 
Here, again, the postings to each Branch Account may be effected in 
periodical totals, if the payments side of the Cash Book is provided 
with columns for each Branch. 

At the date of balancing, each Branch Man«i; er should send a state¬ 
ment of Slock and Petty Cash on hand, and a list of customers’ balances 
on that date. From this information, a Journal entry will be passed 
in the Head Office books, debiting Branch Petty Cash, Branch Stock and 
Branch Debtors Accounts and crediting thp particular Branch Account. 
The balance on Branch Account will now represent profit or loss, and 
will be transferred to the General Profit and Loss Account. The Brandi 
Petty Cash, Stock and Sundry Debtors will appear as Assets in the 
Head Office Balance Sheet. At the beginning of the next period, a 
reverse entry will be made debiting the Branch Account and crediting 
the Branch Petty Cash, Sundry Debtors and Stock Accounts. 

ILLUSTRATION 

The Central Distributing Company of Bombay has a Branch at Poona which 
is supplied with all goods from Bombay. The Branch keeps its own Sales Ledgers, 
receives cash from the customers and remits the whole of the cash received daily 
to the Head Office. The expenses of the Branch are paid by cheques from the 
Head Office, but an imprest of Rs. 100 is kept with the Branch Manager for meet¬ 
ing petty disbursements. From the following particulars for the year ended 31st 
December 1947, prepare the Poona Branch Account in the Head Office Books. 
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Rs. 


Stock of Goods at Branch on 1st January 1947 

• . 

2,000 

Sundry Debtors on 1st January 1947 

- . 

4,000 

Petty Cash tt/ith Branch Manager on 1st January 1947 

• . 

100 

Goods supplied to Branch Manager during the year 

. . 

.. 40,000 

Goods returned from the Branch 

Remittances from the Branch : — 

Rs. 

1,000 

Cash Sales 

4,000 


Received from Sundry Debtors 

Cheques sent to Branch for: - - 

40,000 

44,000 

Rent . 

480 


Salaries 

960 


Telephone Charges 

300 


Sundry Expenses 

125 

1,865 

.. — 

Stock on 31st December 1947 


4,000 

Sundry Debtors on 31st December 1947 

. , 

,. 6,000 

Petty Cash balance on 31st December 1947 


45 


POONJJ BRANCH ACCOUNT (in Bombay Books) 




Rs. 

Rs. 

To Stuck, 1-1-47 


2,000 

By Returns .. 1,000 

„ Sundry Debtors, 1-1 

-47 .. 

4,000 

„ Bank—Cash Sales .. 4,000 

.. Petty Cash, 1-1-47 


100 

„ „ from Debtors .. 40,000 

„ Goods Supplied* 


40,000 

„ Stock. 31-12-47 4,000 

„ Bank : — 

Rs. 


„ Sundry Debtors, 31-12-47 6,000 

Rent f 

480 


„ Petty Cash, 31-12-47 .. 45 

Salaries 

960 


# 

Telephone 

300 



Sundry 

125 



- 

-- 

1,865 


General Profit k- 

IiOSS 



Account (Profit 

Trans- 



ferret! > 


7,080 



Rs. 

55,045 

Rs. 55,045 


On 1st January 1918, a Journal Entry will be made debiting Poona Branch 
Account with Rs. 10,045 and crediting Poona Branrh Stock Account Rs. 4.000. Poona 
Branch Debtors Ks. 6,000, and Poona Branch Petty Cash Rs. 45. 


WHERE THE BRANCH IS CHARGED OUT GOODS BY HEAD 
OFFICE AT SELLING PRICE 

Occasionally, the goods supplied to the Branches are not invoiced 
at cost price, but arc charged by the Head Office at Selling Price. The 
object of charging out goods to Branches at selling price is to keep the 
Branch Manager in the dark as to the actual cost of the goods, so that he 
cannot ascertain for himself*the profit or loss made by his Branch. The 
further advantage secured is that it helps the Head Office to keep a 
definite check on the Stock lying at the Branch. 

Assuming that all other arrangements between the Head Office and 
the Branch are the same as before, the book-keeping records at the 
Branch will be on the same lines as already indicated. 

In the Head Office books, the Branch Account will be kept on 
similar lines as explained previously, but as the Branch is charged out 
goods at selling price, it will not be possible to ascertain the correct 
profit or loss made by the Branch without making certain adjusting 
entries at each balancing time. The opening stock, the goods supplied 
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to Branch, the returns from the Branch and the closing stock, which 
are posted on the Branch Account at selling price ought to be there 
at cost, before a correct profit or loss can be ascertained. The follow¬ 
ing adjustments are. therefore, necessary : — 

In order to nullify the excess debit given to the Branch Account 
and the corresponding excess credit given to “ Goods supplied to Branch¬ 
es Account ’’ in respect of goods supplied by Head Office at selling price, 
an adjusting entry should be made debiting “ Goods supplied to Branch¬ 
es Account" and crediting the Branch Account with the difference be¬ 
tween the cost and selling price of these goods. 

In order to ascertain the cost price of the goods supplied to each 
Branch, it is sometimes desirable to rule the Goods supplied to Branches 
Book with separate columns for cost and selling prices as follows : 


GOODS SUPPLIED TO BRANCHES BOOK 




Particular-i 


Total 


Cost Selling: 


Poona j Ahmoditbad 
I (ranch Brunch 

I I 

Cost 'Soiling! Dost Soiling 


i 



The totals of Selling Price columns will be posted to the Branch 
Account in the usual way, and the adjusting entry would be mad< at 
ihc time of balancing with the difference between the totals* of . osl 
and selling price columns. 

The credits in regard to Returns from the Branch also appear at 
sale price instead of the cost, and an adjusting entry is, therefore, neces¬ 
sary to eliminate the excess credit included therein. With ihc differ¬ 
ence between the sale and cost price of the returns, an entry should be 
passed debiting the Branch Account and t* editing Returns from 
Branches Account. 

The closing stock of the Branch which is credited to Branch Ac¬ 
count at selling price, in the first instance, will be adjusted by debiting 
the Branch Account and crediting an Account called “ Difference in 
value of Stock Account ” with the difference between the cost and sell¬ 
ing pi ice of the stock. 

It is advisable to make the above-mentioned adjustments in a 
Private Ledger by means of a Private Journal, as otherwise, the Branch 
Manager may get to know of the cost price, and the object of the whole 
system would be frustrated. 

It is now possible to ascertain the profit or lass on >ach Branch 
Account, which will be transferred to the General Profit and Loss Ac¬ 
count as explained previously. The credit balance on the “ Difference 
in value of Stock Account ” will be deducted from the balance on Branch 
Stock Account, and the net amount will appear as an asset in the Head 
Office Balance Sheet, the figure being included in the total stock of the 
concern. 
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At the commencement of the next period, the Branch Stock (at 
selling price), Branch Debtors, and Branch Petty Cash Accounts would 
be closed by transfer to the Branch Account. The credit balance on 
the Difference in value of Stock Account will be carried forward till 
the end of the period when it will be closed by transfer to the Branch 
Account in order to offset the excess debit included in the figure of 
opening Stock shown on the debit of the Branch Account at selling price. 
A Journal Entry will be made debiting Difference in value of Stock 
Account and crediting Branch Account. 

ILLUSTRATION 

A Head Office in Bombay has a Branch in Ahmedabad to which the Goods 
are invoiced by the Head Office at cost price plus 25 per cent. All cash received 
by the Branch is daily remitted to the Head Office. All expenses are paid from 
Bombay. From the following particulars show how the Branch Account will appear 
in the Head Office Books. Make the necessary adjusting entries to arrive at the 
correct profit and loss made by the Branch. 



Rs. 

Rs. 

Stock on 1st Jtdy 1947 (at invoice) 

Debtors on 1st July 1947 


.. 12,500 

, , 

.. 12,000 

Goods invoiced from Bombay 

, . 

.. 40.000 

Remittances to Bombay : — 

Cash Sales 

16.000 


Cash received from Debtors 

29,500 




45.500 

Goods returned to Head Office 

. , 

.. 2,400 

Cheques received from Bombay: — 

Wages and Salaries 

11,000 

Rent, Rates, etc. 

3,000 


Sundry Expenses 

510 



— 

14,510 

Stock on 31st December 1947 (at invoice price) 

. , 

.. 15,000 

Debtors on 31st December 1947 

. . 

.. 22,500 


HEAD OFFICE BOOKS 
JOURNAL ENTRIES 



Ra. 


Its. 


Difference in value of Stock Account ... ...Dr. i 2,500 

To Ahmedabad Branch Account 2,500 

(Being the adjustment entry for the difference in coat 

and ael!ing price of the opening stock appearing at j 
selling prioe on the debit of the Branch Account.) 

j , 

Goods supplied *o Branch Account ... ...Dr. 6,000 

To Ahmedabad Branch Acoount { ! 8,000 

(Being the entry for adjusting the difference in cost ; 

and selling prioe of goods supplied to Branch at j 

selling prioe.) , 

-„-; ( 

Ahmedabad Branch Account ... ... ...Dr. | , 480 

To Returns from Branches Acoount 1 480 

(For adjusting (he excess credits included in the Returns ! ; 

from the Branch being credited at selling prioe.) 


Ahmedabad Branch Vccount ... ... Dr. 

To Difference in value of Stock Acoount 


3,000 „ 


3,000 


(Being the adjustment to nullify the excess credit given i 
to the Branch Account in reepeet of the closing 
stock credited at selling price.) ( 
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AHMEDABAD BRANCH ACCOUNT (in th« H.O. Books) 




Rs. 

1 



Rs. 

Stock, 1-7-1947 

• * 

12,500 

j By Bank:— 



Debtors, 1-7-1947 

♦ • 

12,000 



Rs. 


Goods Supplied 

« • 

40,000 


Cash Sales 

16,000 


Bank:— 




From Debtors 

29500 



Rs. 



— 


45500 

Wages and 



M 

Returns 

, , 

2.400 

Salaries 

.. 11,000 


*f 

Stock, 31-12-47 

4 . 

15,000 

Rent, Rates, etc. 3,000 


W 

Debtors, 31-12-47 

. , 

22500 

Sundry 



» 

Difference m value of 


Expenses 

510 



Stock Account 

• • 

2500 



14,510 

»* 

Goods supplied to 



Returns from 

Branches 



Brandies Account 

, , 

8,000 

A/c. 

• * 

480 





Difference in 

value of 






Stock Account 


3,000 





General Profit 

& Loss 

« 


• 



Account 

(Profit 






Transferred) 

•• 

13,410 






Rs. 

95,900 



r.: 

95,900 


WHERE THE BRANCH TRADES INDEPENDENTLY OF THE 
HEAD OFFICE 

In this case, the Branch besides being supplied with goods from 
the Head Office will also buy independently. The Branch Manager 
is not required to remit the daily cash receipts, as he* would require 
some working capital to pay for his purchases and also to defray local 
expenses. The remittances will be made by the Branch in round sums 
as and when convenient. Similarly, the Head Office will remit such 
stuns to the Branch as the latter may require. Thus, the Branch is 
supplied with capital and goods by the Head Office for the purpose of 
carrying on the business. 

Record at Branch .—The Branch will keep a complete set of books 
as is ordinarily maintained by any business, and will prepare a Trial 
Balance and its own Profit and Loss Account and a Balance Sheet 
therefrom. 

The goods received from Head Office would be recorded by the 
Branch quite distinct from the outside purchases made by it, and for 
this purpose, either a separate book should be kept or the Invoice Book 
should be ruled with an extra column fqr the Head Office supplies as 
follows: — 


INVOICE BOOK 



DX.-31 
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The periodical total of the Head Office column would be debited to 
Supplies from Head Office Account and credited to the Head Office 
Account. The former account will be closed by transfer to the Trading 
Account at the time of balancing, and the item would be shown sepa¬ 
rately from the other purchases. 

The Returns of Goods from the Branch to the Head Office would 
alsp have to be recorded separately from the other Returns Outwards 
of the Branch, and the same will be periodically debited to the Head 
Office Account, from a special column maintained in the Returns Out¬ 
wards Book as under ; — 

RETURNS OUTWARDS BOOK 


<e Particulars 

Q ■ 


f> The Head .Office Account in the Branch Books at any time would 
represent the capital invested by the Head Office in the Branch and 
would generally show a credit balance. This Account would also be 
credited with cash remittances, if any, received from the Head Office 
and would be debited with the amounts remitted by the Branch to 
the Head Office. 

At the time of balancing, the Branch will prepare a Trading and 
Profit and Loss Account, and the Profit or Loss thus ascertained will 
be transferred to the Head Office Account. A Balance Sheet will also 
be prepared including the balance on Head Office Account which will 
be shown in just the same manner as the proprietors’ capital. 

The Branch will submit a copy of its Trial Balance to the Head 
Office to enable the latter to ascertain the trading results of the Branch 
and to prepare a combined Profit and Loss Account and Balance Sheet 
showing the position of the business as a whole. 


I. 

, O 

•-fc 

•e 


& 


L.P. 


Total 


% 8 
*o 


■gg 
■2 ■*** 

o| 

CO 


RECORD IN HEAD OFFICE BOOKS 

In the Head Office Books, there will be a separate Branch Account 
for each Branch. It would be debited with all goods supplied by the 
Head Office to that Branch and also with monies sent to the Branch 
from time to time. The remittances received from the Branch will be 
credited to the. Branch Account. The returns of goods from the Branch 
will also be credited to the Branch Account. Thus, the account of each 
Branch in the Head Office Books will serve to record the transactions 
in cash as well as goods that may have passed between the Head Office 
and that Branch. Each Branch would also have similarly recorded in 
its own bocks the transactions that may have passed between itself and 
the Head Office. It would thus follow that at any date, the balance on 
any particular Branch Account in the Head Office Books should tally 
with the balance on the Head Office Account in die books of that Branch. 
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The Head Office Account in the Branch Books will generally show a 
credit balance, whereas the Branch Account in the Head Office Books 
will show a similar balance on the debit. 

On 'receipt of the Trial Balance from the Branch at' the time of 
balancing, the Head Office will incorporate the figures thereof in its 
own books by means of the following entries, in order to ascertain the 
separate trading results of each Branch as also the combined result of 
the business as a whole : — 

(1) With the items which usually appear on the debit, side of a 
Trading Account, Branch Trading Account will be debited and 
the Branch Account will be credited. 

(2) With the items which would appear on the credit side of a 
Trading Account, Branch Account will be debited and Branch 
Trading Account will be credited. * 

(3) With the closing Stock of the Branch, Branch Stock Account 
will be debited and the Branch Trading Account credited. 

Note .—The above entries will help the Hbad Office to ascer¬ 
tain the gross profit of each Branch. 

(4) With the items of expenses and other losses which generally 
appear on the debit side of a Profit and Loss Account, the 
Branch Profit and Loss Account will be debited and the Branch 
Account will be credited. 

• • 

(5) With the items of gains which would appear on the credit side 
of a Profit and Loss Account, the Branch Account will be de¬ 
bited and the Branch Profit and Loss Account will be crediled. 

(6) The Branch Profit and Loss Account will now show the net 
Profit or Loss made by the Branch, which figure will be trans¬ 
ferred to the General Profit and Loss Account. 

(7) With the items of assets appearing in the Branch Trial Balance, 
debit each respective Branch Asset Account and credit the 
Branch Account. 

(8) With the items of liabilities from the Branch Trial Balance, 
debit the Branch Account and credit each respective Branch 
Liability Account. 

The Head Office having assimilated in its own books the whole of 
the information conveyed by the Branch. Trial Balance, each Branch 
Account will now be closed as a result of the above entries. The Head 
Office Balance Sheet will include the Branch Assets and Liabilities 
which may either be shown separately or merged with its own assets 
and liabilities. • * 

At the commencement of the next period, the entries (7) and (8) 
explained above will be reversed in the Head Office Books. 

GOODS SUPPLIED BY BRANCH TO HEAD OFFICE 

Sometimes, instead of making its purchases direct, the Head Office 
might instruct a Branch to buy goods locally available and supply them 
to the Head Office. Naturally, the Branch cannot make profit on such 
supplies to the same extent ds on sales to its own customers, but it will 
be allowed.by the Head Office to charge a certain percentage over cost 
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to cover the expenses incurred by the Branch in buying. The Branch 
should, therefore, record such supplies to Head Office separately from 
its ordinary sales, so that its percentage of gross profit on turnover may 
not be wrongly affected. This may be done by keeping a separate book 
called “ Goods supplied to Head Office Book ”, or by having a separate 
column headed “ Head Office ” in the Day Book and entering therein all 
supplies to Head Office. The monthly total of the Head Office column 
will be posted to the debit of Head Office Account, and to the credit of 
Supplies to Head Office Account. 

In the Head Office Books also, the goods received from Branches 
will be recorded separately from Ordinary Purchases of the Head Office. 

It may happen that part of the supplies made either by the Branch 
to the Head Office, or nice versa may be returned, in which case, the 
records of such returns will also be kept separate from the ordinary 
Purchases and Sales Returns. 


Thus, in the Branch Trading Account, the supplies to and from the 
Head Office will appear as follows : — 


Rs. 

To Goods received from H.O. 

Less Returns . 


* Rs. 

By Goods supplied to H.0. 

Less Returns . 


Rs. 


Rs. 


Similarly, in the Head Office Trading Account, the supplies to and 
from the Branches will appear as follows: — 


To Goods received from 
Branches 
Less Returns 


Rs. 



By Goods supplied to 
Branches 
Less Returns 


Rs. 


Rs. 


Rs. 


TRANSFER OF GOODS OR MONEY FROM ONE BRANCH 
TO ANOTHER 

When one Branch transfers goods or money to another, the trans¬ 
action can be recorded'by each Branch being allowed to open a current 
account of the other Branch. All inter-branch transactions are entered 
in these current accounts, and the Trial Balance of each Branch will 
include the Current Accounts of the other Branches, which may either 
be debit or credit balances. These will be regarded by the Head Office 
as assets and liabilities of the Branches, and would be incorporated in 
the books in the usual way. 

x If, however, it is not desired to open the current accounts of the 
Branches as stated above, it will be necessary to record such inter¬ 
branch transfers through the medium of the Head Office Account Thus, 
if “ A ” Branch supplied goods to “ B ” Branch, the transaction will be 
recorded as follows :—In the “ A ” Brandi Books, the Head Office Ac¬ 
count will be debited and Goods supplied to Head Office Account will 
be credited. The Head Office will debit “ B ” Brandi Account nod 
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credit “ A ” Branch Account. The ** B ” Branch will debit Goods re¬ 
ceived from Head Office Account and credit Head Office Account. 


DEPRECIATION ON BRANCH FIXED ASSETS 

When the Accounts of the Branch Fixed Assets are kept in the 
Head Office Books, the Depreciation on such assets can be provided for 
by making the following entries in the Branch and Head Office Books : — 

In the Branch Books, debit the Depreciation Account and credit the 
Head Office Account. In the Head Office Books, debit the Branch 
Account concerned, and credit the respective Fixed Asset of the Branch. 


GOODS IN TRANSIT 

At the time of balancing, it may happen that goods have been sup¬ 
plied by the Head Office to a Branch just a day* or two before the close 
of the financial period, but such Goods are received by the Branch after 
the date of balancing. As such, the Branch will not credit the Head 
Office before the date of balancing, although the Head Office has debited 
the Branch. In such circumstance, an adjusting entry should be made 
in the Head Office Books, debiting Goods in Transit Account, and credit¬ 
ing the Branch Account. The balance on the Branch Account in the 
Head Office Books will now tally with the balance of the Head Office 
Account in the Branch Books. The Goods in Transit Account will 
appear as an asset in the Head Office Balance Sheet and will be trans¬ 
ferred to the Branch Account at the commencement of the next period, 
by means of a reverse entry. 


REMITTANCES IN TRANSIT 


Just like Goods in Transit, it may ha^en that the Branch *has re¬ 
mitted some amount to the Head Office on the last day before balanc¬ 
ing. The Head Office may receive the remittance after the date of the 
financial close. As a result, the Head Office will not credit the Branch 
till after the closing period, yet the Branch has debited the Head Office 
before that date. In order to tally the balances on the two accounts, 
the Branch will make an adjusting entry in itr books debiting Remit¬ 
tances in Transit Account and crediting the Head Office Account. The 
former Account wjll appear as an Asset in the Branch Balance Sheet, 
and in the next period, it will be transferred to the Head Office Account, 
by means of a reverse entry. 

ft 

ILLUSTRATION 


Bombay 

Rs. 

Stock, 1st Jan. 1947 

.. 54,000 

Calcutta Branch, Dr. 

.. 54,000 

Capital 

.. 1,60500 

Drawings 

.. 27,000 

Purchases (Less Returns) 

.. 96,000 

Sales (Less Returns) 

.. 1,08,000 

Goods supplied to Branch 

.. 50,000 

Returns from Branch 

2,000 

Sundry Debtors 

.. 22500 

Sundry Creditors 

.. 21,000 

Wages 

.. 12.000 

Carriage , 

2,700 

Office Salaries 

3500 

Rent and Rates 

1500 


Calcutta 

• • Rs. 

Stock. 1st Jan. 1947 .. 39,000 

Bombay Office Cr. .. 42,000 

Sundry Debtors .. 15,000 

Purchases (Lean Returns) .. 34,500 

Goods received from Bombay 42,500 

Returns to Bombay Office .. 2,000 

Sales (Leas Returns) .. 96,000 

Sundry Creditors .. 6,000 

Wages .. 8,000 

Office Salaries .. 2,500 

Carriage and Freight .. 1,200 

Rent, Rates, etc. .. 1200 

Office Expenses 300 

Cash in Office 360 
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JOURNAL ENTRIES—Contd. 



1 

L.F. 

Rs. 

Branch Trading Aoooont 

*•• **• Df* 

1,23^00 

To Caloatta Branch Account 

i 


(Being the incorporation of the following items from the 


Branch Trial Balance: 

Rs, , 


Opening Stock 

39,000 



Purchase* 

34,500 



Good* received from Bombay 

40,500 



Carriage A Freight 

1,200 



Wages 

8,000 • 



Rs. ... 

1,23,200) 

1 


Calcutta Branch Acoount 

• j 

• ■ ■ • ■ • ]Dr. j 

1,38,600 

To Calcutta Branch Trading Aooount 

! 


(Being the incorporation of the following items from the 


Branch Trial Balance: 

Rs. 


Sales 

96,000 

* 

1 

Closing Stock 

42,600 

i 

i 

Rs. ... 

1,38,600) 


! 

! 

t 

Branch Trading Account 

... Dr. 


. 15,400 | 

To Branch Profit A Loss Acoount 



• 

(Being the transfer of Branch Grose Profit.) 



Calcutta Branch Profit A Loss Acoount 

... Dr. 


5.200 I 

To Calcutta Branch Acoount 


i 

(Being the incorporation of the following items from 

! 

the Branch Trial Balance; 

Rs. 

1 

Office Salaries 

2,500 

| 

Rent, Rates, etc. 

1,200 


Office Expense* 

300 : 


Depreciation 

1,200 , 


Total ... 

5,200) 


Calcutta Branch Profit A Lob* Acoount 

... Dr. ! 

io,?oo 

To Capital Aooount 

t 


(Being the transfer of Branch Net Profit to Capital 

1 

Account.) 

• ! 

i 

i 

1 

Branch Stock Account 

, 

... Dr. 

1 

42,600 ! 


• . 

... •*• ^ 

*350 | 


•••■ N i 

1,450 

„ Debtor* „ 

i 

... ... 

15,000 

„ Remittanoes in Transit Aoooont 

... M 

4,500 

To Calcutta Branch Aooount 

i 


(Being the incorporation of Branch Assets from the 


Branch Trial Balance.) 

i 


Calcutta Branch Aoooont 

i 

j 

■ • • • • * Dr. j 

6JOOO 


To Brooch Creditor*’ Account ! 

(Being the incorporation of Branch Liabilities Cram the i 

BrAoefa Trial Balance.) j ! 


R*. 

1,23,200 

1,38,600 

15,400 

, 5,200 

10,200 

03,900 

6,000 
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CALCUTTA BRANCH BOOKS 
TRADING AND PROFIT & LOSS ACCOUNT 


For the year ended 31«t December 1947. 



Rs. 


Rs. 

To Stock, 1-1-47 

39,000 

By Sales 

.. 96,000 

„ Purchases 

34^00 

„ Stock, 31-12-47 

.. 42,600 

„ Goods received from , 




Bombay 

40900 


* 

„ Carriage and Freight 

1900 



„ Wages 

8,000 



„ Gross Profit c/d. 

15,400 



« — 
Rs. 

198,600 


Rs. 198,600 

* 

Rs. 


Rs. 

To Office Salaries 

2,500 

By Gross Profit b/d. 

.. 15,400 

„ Rent, Rates, etc. 

1900 



„ Office Expenses 

300 



„ Plant Depreciation 

1900 



„ Net Profit transferred to 




Bombay Office Account 

10900 



Rs. 

15,400 


Rs. 15,400 


BOMBAY OFFICE ACCOUNT 



Rs. 


Rs. 

To Balance c/d. 

.. 57900 

By Balance b/'fd. 

.. 42,000 



„ Remittances in Transit 

4900 



„ Depreciation A/c. 

1900 



„ Profit & Loss A/c. 

.. 10900 


Rs. 57,900 


Rs. 57,900 


BALANCE SHEET 


As at 31st December 1947. 


Bombay Office Account 

Rs. 

.. 57900 

Cash in Office 

Rs. 

350 

Sundry Creditors 

6,000 

Bank Balance 

1,450 

Remittances in Transit 

4900 


Rs. 63,900 
■. ■ - 

Sundry Debtors 
Stock-in-trade 

.. 15.000 

.. 42,600 

Rs. 63,900 


BOMBAY OFFICE BOOKS 
CALCUTTA BRANCH ACCOUNT 


R5. 

To Balance b j fd. 54,000 

„ Calcutta Plant Account 

(Depreciation) .. 1,200 

,, Branch Trading Account 1,38,600 
u Branch Creditors 6,000 


Rs. 

By Goods in Transit .. 7,500 

„ Branch Trading Account 1,23,200 

„ Branch Profit & Loss Ac¬ 
count 5,200 

„ Branch Assets 63,900 


Rs. 199,800 


Rs.’ 199,800 
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TRADING AND PROFIT A LOSS ACCOUNT 
For t he year ending 31ft December 1947. 




Bombay. 

Calcutta. 



Bombay, 

CstctrrTA. 



Rs. 

Rs. 



Rs. 

Rs. 

To Stock, 1-1-47 

54,000 

39,000 

By Sales 


1,08,000 

96,000 

ft 

Purchases 

96,000 

34,500 

„ Goods 

supplied 


11 

Goods received 



! to Calcutta 

48,000 



from Bombay 


40,500 

„ Stock, 

31-12-47 

50,400 

42,600 

*1 

Carriage and 








Freight 

2,700 

1,200 





H 

Wages 

12,000 

8,000 


• 



ft 

Gross Profit c/d. 41,700 

15,400 






Rs. 

2,06,400 

1,38,600 

-J 


Re. 

2,06,400 

1,38,600 




To Office 

Rs. 

Rs. 

By Gross Profil 

Rs. 

Rs. 

Salaries 

„ Rent & Rates 
„ Office Expenses 
„ Depreciation on 
Plant 

„ Net Profit 

transferred to 

3,000 

1,800 

1,200 

1,800 

2,500 

1,200 

300 

1200 

h'd. 

41,700 

15,400 

Capital 

33,900 

“ -1 

10200 


• 

, 

Rs. 

41.700 

15,400 


Rs. 41,700 

15,400 


BALANCE SHEET 
As at 31st December 1947. 



Rs. 

Rs. 

Sundry Creditors: 

: — 


Bombay 

21.000 


Calcutta 

• 6,000 




27,000 

Capital: — 

Balance 

1,60,500 


Add Bombay 

Profit 

33200 


„ Calcutta 

Profit 

10,200 


Less Drawings 

2,04,600 

27,000 



1,77200 


Re. 2,04,600 



Rs. 

Rs. 

Cash in Office : - - 

Bombay 

250 


Calcutta 

350 




600 

Cash at Bank:--- 

Bombay 

3,050 


Calcutta 

1,450 



— 

4200 

Remittances in Transit 

4,500 

Sundry Debtors: — 

Bombay 

15.000 


Calcutta 

22,500 


• 

- r 

37,500 

Stock-in-Trade: — 

Bombay 

50,400 


Calcutta 

42,600 




93,000 

Goods in Transit 


7200 

Plant at Bombay 

36,000 

Less Depredation 

1200 



-:— 

34200 

Plant at Calcutta 

24,000 


Less Depreciation 

1200 




22,800 


Rs. 

2,04,600- 
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WHEN THE BRANCH IS LOCATED IN A FOREIGN COUNTRY 

When the branch is situated in a foreign country, naturally the 
branch books will be written up in the foreign currency, and the trial 
balance prepared from those books will also be in the foreign currency. 
In order to incorporate the Branch Trial Balance in the Head Office 
Books, it would be necessary to convert the Branch Trial Balance in 
the Head Office Currency. 

Where the exchange between the Head Office and the Branch is 
stable, or there are only slight fluctuations, a fixed rate of exchange is 
usually adopted to convert all the figures in the Branch Trial Balance 
into the Head Office Cifrrency. 

Where, however, the rate of exchange between the two countries 
is subject to violent fluctuations, the Branch Trial Balance should be 
converted as follows : —. 

1. The Head Office Account should be converted at the same figure 
at which the Branch Account appears in the Head Office Books, 
subject of course to adjustments as regards goods and remit¬ 
tances in transit. 

2. Fixed Assets should be converted at the same rate of exchange 
as was ruling on the day when they were acquired. 

3. Floating Assets and Liabilities should be converted at the rate 
ruling on the date of balancing the books. 

4. The revenue items should be converted at the average rate 
ruling during the period covered by the accounts. 

As the various items in the Branch Trial Balance would be con¬ 
verted at different rates of exchange, it is but natural that the converted 
Trial Balance will not agree. The difference in the converted Trial 
Balance, will be placed to an account called “ Difference in Exchange 
Account ”, which will be transferred to Profit and Loss Account. 

The converted Trial Balance would now be incorporated in the 
Head Office Books, and a combined Trading and Profit and Loss Account 
and Balance Sheet would be prepared therefrom. 

ILLUSTRATION 

The London Head Office has a Branch in India, and the following Trial Balance 
of the Branch is forwarded to the Head Office. Convert the Trial Balance in 
sterling and prepare therefrom a Profit and Loss Account and the Branch Account 
in the Head Office Books as at 31st December 1947: — 

TRIAL BALANCE OF THE BRANCH 




Rs. 

Rs. 

Head Office Account. 1-.1-47 


. . 

2,05,000 

Remittances to London 


.. 40,920 


Land and Building 


.. 99,840 


Purchases 


.. 4,40,200 


Sales * .. * 



600,000 

Office Salaries 


7,000 


Wages 


.. 1,10,000 


Plant & Machinery * 


.. 80,640 


Office Expenses 


8.000 


Loose Tools 


9,600 


Cash and Bank Balance 


6,720 


Sundry Debtors 


.. 21020 


Bills Receivable 


.. 13,440 


Sundry Creditors 


12,480 

Bills Payable 



18040 

Stock, 1st January 1947 


18,240 

Rs. 8,55,720 

Rs. 805,720 
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Stock, 31st December 1947, Rs. 19200. 

Rates of Exchange, 1st January 1947, l-5jd., 31st December 1947, l-6id. 
Average rate for the year l-6d. 

The balance of Brandi Account in the Head Office Books on 1st January 
1947 stood at £15,217, and the remittances from Branch appeared at £3,083. 

BRANCH TRIAL BALANCE (converted) 


1 

... i_ 

Rs. 

Rs. 

Rate of 
Exchange f 

, i 

* i 

i 

£ 

i 

Head Office Aocount 1-1-47 

1 

2,05,000 

• 

i 


15217 

Remittances to London ... ' 

40.920 i 

1 

3,093 

Land and Buildings ... i 

99,840 ’ 


1 , 

7,384 


Purchases 

4,40,200 j 


1 6 

33,015 


Sales 

620,000 

•1 6 

46,500 

Offioe Salaries ...1 

7,000 

1 6 

525 

Wages 

1,10,000 


1 6 

8250 


Plant and Machinery 

80,640 


1 5} 

5,964 


Offioe Expenses 

8,000 


1 6 

600 j 


Loose Tools ... 

9,600 ’ 


1 5} , 

710 


Cash and Bank Balance 

6,720 


1 6 i 

511 ; 


Sundry Debtors ... 

21,120 


1 6$ 

1.606 | 


Bills Receivable 

13,140 


1 6* ! 

1,022 | 


Sundry Creditors 

12,480 

1 64 

949 

Bills Payable 

, 

18,240 

1 61 

s 

1,387 

Stock, 1st January 1947 

18240 


1 5f 

1,349 ; 


Difference in Exchange 


’ 

. 24 ! 


Rs. " 

8,55,720 

825,720 

£ i 

64,053 j 

64,053 


BRANCH TRADING AND PROFIT & LOSS ACCOUNT . 
For the year ended 31st December 1947. 



£ 


£ 

To Stock, 1st Jan. 1947 

1,349 

By Sales 

.. 46,500 

„ Purchases 

33,015 

„ Stock, 31st Dec. 1947 

1,460 

Wages 

8250 



,, Gross Profit c/d. 

5246 




£47,960 


£47,960 

To Office Salaries 

525 

By Gross Profit b/d. 

5,346 

„ Office Expenses 

600 



„ Difference in Exchange .. 

24 



Net Profit transferred to 




General Profit it Loss 


• 

• 


Account 

4,197 


• 

£5246 

• 

£5246 


BRANCH ACCOUNT 
(in the Head Office Books) 

£ £ 
To Balance b'fd. .. 15,217 By Remittances .. 3,093 

„ Branch Trading Account 47,960 „ Branch Trading Account 42,614 

„ Branch Liabilities .. 2,336 „ Branch Profit and Loss 

Account .. 1,149 

„ Branch Assets .. 18,657 


£65,513 


£65,513 
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Prepaid .. .. 140 


F 

Factory Charges 
Fictitious Accounts 
Closing of 
Fictitious Assets 
Final Accounts, dating of 
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Fire Insurance Fund 
Fixed Assets 
Valuation of 
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Floating Assets 
Valuation of 
Floating Capital 
Fluctuating Capital 
Foreign Bills 
Forfeiture of Shares 
Freight, Duty, etc. 

G 

Gamer v. Murray 
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.. 160-161 
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Interest on Capital 


145 

during Construction 


343 
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Joint Venture Accounts 
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Sales 
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Payee .. .. 70 

Personal Accounts 2, 3-4 

Balancing of .. .. 19-20 

Petty Cash Book 56. 123 

'Analytical 60, 62 

Post ing ., .. 7 
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Qualified Acceptance 


70 


Raw Materials & Stores -. 466 

Real Accounts 2, 4 

Closing t)f .. .. 22 

Realisation Account .. 218-219 
Receipts Sc Payments A/e. .. 385-397 
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Shares 326-327 
78 
146 
148 

Repairs and Renewals Reserve 388-389 
Report of Directors . ■ 285-286 

Reserve Account .. 385 

Reserve Capital .. 290 

Reserve, for Discounts 142-143, 165-166 
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for Repairs and Renewals 388 
Fund 347, 385 

Investment of .. 386 

Restrictive Endorsement .. 71 

Returns, Books, Postings of 32, 122 

Inwards 32, 133 

Account .. 131 

Book 32, 122 

Outwards 32, 133 

Account .. 131 
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Revenue Account 
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391, 394 

Deferred 
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Salaries 
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at Premium .. .. 320-321 
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by 
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